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ABSTRACT
The word " c o s t "  i n  econom ics  and  a c c o u n t i n g  s t a n d s  
a s  t h e  l a n g u a g e  r e p r e s e n t a t i o n  o f  a h i g h l y  com plex  p h e ­
nomenon o f  econom ic  a c t i v i t y .  F o r  t h i s  r e a s o n ,  i t  i s  one 
o f  t h e  most e l u s i v e  and am biguous  w ords  i n  a c c o u n t i n g  and  
e c o n o m ic s ,  and  i t  g i v e s  r i s e  t o  s i g n i f i c a n t  p ro b le m s  o f  
c o m m u n ic a t io n .
T h i s  s t u d y  d e a l s  w i t h  a g ro u p  o f  one h u n d re d  
tw e n t y - tw o  s p e c i a l i z e d ,  o r  m o d i f i e d ,  c o s t  c o n c e p t s  o f  e c o ­
nom ics  and a c c o u n t i n g ,  i n c l u d i n g  f i x e d  c o s t ,  v a r i a b l e  
c o s t ,  m a r g i n a l  c o s t ,  d i s u t i l i t y  c o s t ,  e s c a p a b l e  c o s t ,  i n ­
c r e m e n t a l  c o s t ,  o p p o r t u n i t y  c o s t ,  and  r e a l  c o s t .  T h ese  
c o s t  c o n c e p t s  h av e  b e e n  e v o l v e d  by  b o t h  e c o n o m is t s  and 
a c c o u n t a n t s  t o  im prove  t h e  t r a n s f e r  o f  know ledge  and  i n ­
f o r m a t i o n  c o n c e r n i n g  c o s t .  B u t ,  w h i l e  t h e s e  s p e c i a l i z e d  
c o n c e p t s  t e n d  t o  move t h e  l a n g u a g e  c l o s e r  t o  t h e  r e a l i t y  
o f  c o s t ,  t h e y ,  t o o ,  by t h e i r  ab u n d a n c e  an d  v a r i e d  u s a g e ,  
l e a d  t o  m i s u n d e r s t a n d i n g s  and  m is c o m m u n ic a t io n s .
The o b j e c t i v e  o f  t h i s  s t u d y  i s  t o  d i s c o v e r  a n  a p ­
p r o a c h  t o  o r g a n i z i n g  and  c l a s s i f y i n g  t h e  s e v e r a l  s p e c i a l i z e d  
c o s t  c o n c e p t s  c o n s i d e r e d  t h a t  w i l l  s e r v e  a s  a u s e f u l  d e v ic e  
f o r  im p r o v in g  u n d e r s t a n d i n g  o f  t h e  many f a c e t s  o f  c o s t  a s
v i i i
i x
w e l l  a s  a u s e f u l  v e h i c l e  f c r  im p ro v in g  co m m u n ic a t io n s  
a b o u t  c o s t  i n  econom ics  and  a c c o u n t i n g .
F i r s t ,  c o n s i d e r a t i o n  i s  g i v e n  t o  t h e  r e l a t i o n s h i p  
o f  ec o n o m ic s  and  a c c o u n t i n g .  B ecau se  t h e s e  two d i s c i ­
p l i n e s  had  i n d e p e n d e n t  o r i g i n s  and d e v e lo p e d  q u i t e  s e p a ­
r a t e l y  f o r  some t i m e ,  t h i s  e x a m i n a t i o n  p r o v i d e s  some 
i n s i g h t  i n t o  t h e  p r e s e n t  t e r m i n o l o g i c a l  d i f f i c u l t i e s .
T h i s  i s  f o l l o w e d  by a n  e x a m i n a t i o n  o f  t h e  g e n e r a l  n o t i o n  
o f  c o s t  a s  i t  a p p e a r s  i n  eco n o m ics  and a c c o u n t i n g .
F i f t y - n i n e  c o s t  c o n c e p t s  s e l e c t e d  from t h e  l i t e r a ­
t u r e  o f  a c c o u n t i n g  on t h e  b a s e s  o f  t h e i r  u s e f u l n e s s  and 
t h e  r e l a t i v e  f r e q u e n c y  o f  t h e i r  a p p e a r a n c e  a r e  t h e n  i d e n ­
t i f i e d ,  d e f i n e d ,  and  exam ined  a s  t o  t h e i r  c h a r a c t e r i s t i c s  
and  u s e f u l n e s s .  T h i s  i s  f o l l o w e d  by a s i m i l a r  exam ina­
t i o n  o f  3 i x t y - t h r e e  c o n c e p t s  o f  c o s t ,  s e l e c t e d  f rom t h e  
l i t e r a t u r e  o f  econom ics  on t h e  same b a s e s .
P r e s e n t  schemes o f  o r g a n i z i n g  and  c l a s s i f y i n g  t h e  
s p e c i a l i z e d  c o n c e p t s  o f  c o s t  a r e  fo u n d  t o  be u s e f u l ,  b u t  
t h e y  do n o t  p r o v i d e  an  e f f i c i e n t  d e v i c e  f o r  t r e a t i n g  
l a r g e  numbers  o f  c o s t  c o n c e p t s .  The o b j e c t i v e  o f  t h i s  
s tu d y  i s  a c c o m p l i s h e d  a s  f o l l o w s :
1 .  I d e n t i f y i n g  t h o s e  c o s t  c o n c e p t s  commonly 
u s e d  i n  econom ics  and  a c c o u n t i n g .
2 .  I d e n t i f y i n g  t h o s e  c o s t  c o n c e p t s  t h a t  a r e  
mere synonyms o f  o t h e r  c o s t  c o n c e p t s  i n ­
c l u d e d  i n  t h e  s t u d y .
3 .  C i t i n g  t h o s e  c o s t  c o n c e p t s ,  a s  o v e rh e a d  
c o s t ,  t h a t  b e a r  i d e n t i c a l  names b u t  t h a t  
h av e  d i f f e r e n t  m ean in g s  i n  a c c o u n t i n g  
and  ec o n o m ic s .
4 .  O r g a n i z i n g  and  c l a s s i f y i n g  t h e  s p e c i a l i z e d  
c o s t  c o n c e p t s  on t h e  b a s i s  o f  c h a r a c t e r i s ­
t i c s  o f  c o s t  i t s e l f ,  r a t h e r  t h a n  on  t h e  
b a s i s  o f  t h e  c h a r a c t e r i s t i c s  o f  t h e  s p e c i a l ­
i z e d  c o n c e p t s .
T h i 3 a p p r o a c h  e n a b l e s  one t o  r e c o g n i z e  t h e  f a c t  
t h a t  c o s t  i n  e co n o m ics  and  a c c o u n t i n g  i s  a c o n c e p t  t h a t  
e x h i b i t s  many c h a r a c t e r i s t i c s ;  t h a t  t h e  s e v e r a l  s p e c i a l ­
i z e d  c o n c e p t s  o f  c o s t  a r e  a t t e m p t s  t o  f o c u s  a t t e n t i o n  on 
a p a r t i c u l a r  one  o f  t h e s e  c h a r a c t e r i s t i c s  o r  t o  a b s t r a c t  
t h e  one o f  t h e s e  c h a r a c t e r i s t i c s  o f  c o s t  t h a t  i s  e s p e c i a l ­
l y  u s e f u l  i n  t h e  m a t t e r  u n d e r  c o n s i d e r a t i o n .
N in e  c h a r a c t e r i s t i c s  o f  c o s t  a r e  i d e n t i f i e d  which  
i n c l u d e ;  ( 1 ) n o t i o n  o f  s a c r i f i c e ;  ( 2 ) i d e n t i f i c a t i o n  o f  
t h e  c o s t - i n c u r r i n g  u n i t ;  ( 3 ) c o s t  b a s i s  o f  a c c o u n t i n g ;
( 4 ) t im e  p e r i o d s ;  ( 5 ) c o s t  b e h a v i o r  i n  a c t i v i t y  c h a n g e s ;  
( 6 ) c o s t  a s s i g n m e n t ;  ( 7 ) c o s t  p l a n n i n g  and  c o n t r o l ;  ( 8 ) 
t o t a l  c o s t ;  and  (9 )  c o s t  f o r  d e c i s i o n - m a k i n g .  The i d e n ­
t i f i c a t i o n  o f  t h e s e  n i n e  c h a r a c t e r i s t i c s  p r o v i d e s  a f ram e  
o f  r e f e r e n c e  t o  w h ich  each  o f  t h e  s e v e r a l  s p e c i a l i z e d  
c o s t  c o n c e p t s  i n c l u d e d  i n  t h i s  s t u d y  may be r e a d i l y  
a t t a c h e d .
T h i s  scheme i s  e f f i c i e n t ,  p r o v i d e s  f o r  synonyms 
an d  v a r i e d - m e a n i n g  c o s t  c o n c e p t s ,  and  i s  c a p a b l e  o f
x i
i n c l u d i n g  a n  ev en  g r e a t e r  number o f  c o s t  c o n c e p t s  t h a n  
t h o s e  i n c l u d e d  i n  t h i s  s t u d y .  I t  s e r v e s  a s  a d e v i c e  f o r  
im proved  u n d e r s t a n d i n g  o f  c o s t  and  a s  a v e h i c l e  o f  b e t t e r  
c o m m u n ic a t io n s  c o n c e r n i n g  c o s t .
INTRODUCTION
A r e a l  u n d e r s t a n d i n g  o f  t h e  many f a c e t s  o f  c o s t  
i s  e s s e n t i a l  t o  a u s e f u l  kn o w led g e  o f  e c o n o m ic s  and a c ­
c o u n t i n g ,  f o r  c o n c e p t s  o f  c o s t  l i e  a t  t h e  h e a r t  o f  e c o ­
nomic and  a c c o u n t i n g  a n a l y s i s .
I n  t h e  econom ics  o f  f r e e  m a r k e t s ,  c o s t  u n d e r l i e s  
t h e  d e t e r m i n a t i o n  o f  s u p p l y ,  w h ic h ,  i n  c o n j u n c t i o n  w i th  
demand, p r o v i d e s  t h e  e l e m e n t s  o f  t h e  p r i c i n g  mechanism 
w h ich  i s  t h e  m a in  o r g a n i z i n g  f o r c e  i n  t h e  econom ic  sy s te m .  
P r i c e s  d e t e r m i n e  w ha t  i s  t o  be p r o d u c e d ,  p l a y  a m a jo r  
r o l e  i n  t h e  d i s t r i b u t i o n  o f  p r o d u c t s ,  s e r v e  t o  r a t i o n  
goods  o v e r  a v e r y  s h o r t  p e r i o d  o f  f i x e d  s u p p l y ,  and a r e  
a n  e l e m e n t  i n  p r o v i d i n g  f o r  econom ic  m a in t e n a n c e  and  
p r o g r e s s . " ^  F u r t h e r m o r e ,  "The m a x i m i z a t i o n  o f  t h e  e x c e s s  
o f  income o v e r  c o s t  i s  t h e  f u n d a m e n ta l  economic p r i n c i p l e ,  
t h e  e s s e n c e  o f  r a t i o n a l  management o f  t h e  economic a c t i v i ­
t i e s  o f  an  i n d i v i d u a l  o r  a  co m m u n i ty ,"  and  "To t h e  e x t e n t  
t h a t  men a c t  i n  a c c o r d a n c e  w i t h  t h i s  p r i n c i p l e  t h e y  choose  
o f  two o r  more a l t e r n a t i v e  m e thods  o f  o b t a i n i n g  a g i v e n
^ R i c h a r d  H. L e f t w i c h ,  The P r i c e  Sv3tem  and  Re­
s o u r c e  A l i o c a t i o n  ( R e v i s e d  E d i t i o n ;  New Y ork :  h o l t ,
R i n e h a r t  and  Winston, 1955), p .  2 2 .
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o b j e c t i v e  t h a t  i n v o l v i n g  t h e  s m a l l e s t  c o s t .  T h i 3 b e h a v ­
i o r  p l a y s  a n  i m p o r t a n t  r o l e  i n  t h e  a l l o c a t i o n  o f  r e s o u r c e s ,  
t h e  o r g a n i z a t i o n  o f  p r o d u c t i o n ,  and  t h e  l o c a t i o n  o f  i n d u s ­
t r y .  Even where  t h e  mechanism s o f  t h e  f r e e  m a rk e t  have  
b ee n  abandoned  i n  f a v o r  o f  c o n t r o l  by g o v e r n m e n ta l  r e g u ­
l a t o r y  a g e n c i e s ,  c o s t  p l a y s  a m a jo r  r o l e  i n  t h e  d e t e r ­
m i n a t i o n  o f  r a t e s  and  p r i c e s .  I t  i s  n o t  s u r p r i s i n g ,  t h e n ,  
t h a t  J .  M. C l a r k  f e l t  " t h a t  a g r a d u a t e  c l a s s  i n  economic 
t h e o r y  would be  a s u c c e s s  i f  t h e  s t u d e n t s  g a i n e d  f rom i t
a r e a l  u n d e r s t a n d i n g  o f  t h e  m ean ing  o f  c o s t  i n  a l l  i t s
3
many a s p e c t s . "
S i m i l a r l y ,  t h e  c o n c e p t  o f  c o s t  i s  b a s i c  t o  a 
p h i l o s o p h y  and  t h e o r y  o f  a c c o u n t s ,  and  p r o v i d e s  " b o th  an  
a p p r o a c h  t o  and  a t o o l  f o r  t h e  s o l u t i o n  o f  a number o f  
h e t e r o g e n e o u s  p ro b le m s  f a c e d  by  t h e  a c c o u n t a n t . " ^  The 
p e r i o d i c  d e t e r m i n a t i o n  o f  n e t  incom e,  t h e  f o r m u l a t i o n  o f  
f i n a n c i a l  p l a n s ,  t h e  c o n t r o l  o f  o p e r a t i o n s ,  and t h e  s o l u ­
t i o n s  t o  a w ide  v a r i e t y  o f  b u s i n e s s  p ro b le m s  t u r n  i n  p a r t
2 j a c o b  V i n e r ,  " C o s t , "  E n c y c l o p e d i a  o f  t h e  S o c i a l  
S c i e n c e s . Edwin S e l ig a m ,  e d i t o r - i n - c h i e f  (New Y ork :  
M a c m i l la n  C o . ,  1 9 3 0 ) ,  Volume I I I ,  p .  /f67.
3 j .  M a u r ic e  C l a r k ,  S t u d i e s  i n  t h e  Econom ics  o f  
^ v e r h e a d  C o s t 3 (C h ic a g o :  U n i v e r s i t y  o f  C h icago  P r e s s ,
^Lawrence J .  B e n n i n g e r ,  " C o s t  and  V alue  C o n c e p t s , "  
Handbook o f  Modern A c c o u n t in g  T h e o r y . M or to n  B a c k e r ,  e d i to r  
(E n g lew o o cT "C l i f f s ,  N. J . :  P r e n t i c e - H a l l , I n c . ,  1 9 5 2 ) ,
p .  276 .
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on t h e  a p p r o p r i a t e  d e t e r m i n a t i o n  o f  c o a t s  o r  a c o m p a r i s o n  
o f  c o s t s .  And, a s  C l a r k  e x p r e s s e d  t h e  i m p o r t a n c e  o f  an  
u n d e r s t a n d i n g  o f  c o s t  i n  e c o n o m ic s ,  B e n n in g e r  s i m i l a r l y  
e x p r e s s e s  t h e  s i g n i f i c a n c e  i n  a c c o u n t i n g ,  3a y i n g :  "A
know ledge  o f  su ch  c o n c e p t s  b r i n g s  t o  t h e  a c c o u n t a n t  t h e  
f u l l  h e r i t a g e  o f  d e v e lo p m e n ts  i n  a c c o u n t i n g  d u r i n g  t h e
p a s t  c e n t u r y , "  and  "To r e n d e r  maximum s e r v i c e ,  t h e  a c c o u n t -
5
a n t  m us t  u n d e r s t a n d  modern  c o n c e p t s  o f  c o s t  and  v a l u e . "
c o s t  r e m a in s  one o f  t h e  m ost  e l u s i v e  and  m ost  c o n f u s i n g  
c o n c e p t s  u s e d  i n  econom ics  and  a c c o u n t i n g .  A c c o u n ta n t s  
and  e c o n o m is t s  a l i k e  have found  " t h a t  i t  i s  n e c e s s a r y  t o  
p r e c e d e  o r  f o l l o w  t h e  t e rm  f c o s t T by e t h e r  words  i n  o r d e r  
t o  h e l p  convey  a c l e a r  u n d e r s t a n d i n g  o f  t h e  t e r m . " ^  I n  
so  d o i n g ,  t h e y  h av e  p r o d u c e d  an  a l m o s t  l i m i t l e s s  number 
o f  s p e c i a l i z e d  c o s t  c o n c e p t s  by w hich  t h e y  have  a t t e m p t e d  
t o  p i n p o i n t  t h e  e l u s i v e  m e an in g s  o f  c o s t  w i t h  such  d e ­
s c r i p t i o n s  a s  d i r e c t ,  i n d i r e c t ,  p r i m e ,  o p p o r t u n i t y ,  f i x e d ,  
v a r i a b l e ,  r e p l a c e m e n t ,  h i s t o r i c a l ,  a c t u a l ,  su n k ,  d i f f e r e n ­
t i a l ,  s t a n d a r d ,  c o n t r o l l a b l e ,  j o i n t ,  p r o d u c t ,  p e r i o d ,
I .  DEFINITION OF PROBLEM
Though w i d e l y  u s e d  and  w i d e l y  u s e f u l ,  h o w ev e r ,
5I b i d .
wood, I I
George R. T e r r v .  P r i n c i p l e s  o f  Management (Home- 
, p . 34-8 •
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e s t i m a t e d ,  and  f u t u r e .  Each m o d i f i c a t i o n  i m p l i e s  a 
c e r t a i n  a t t r i b u t e  o f  c o s t  w h ich  i s  i m p o r t a n t  t o  t h e  
a c c o u n t a n t  o r  t h e  e c o n o m is t  who u s e s  t h e  c o n c e p t .  Un­
f o r t u n a t e l y ,  h o w ev e r ,  t h i s  mass o f  s p e c i a l i z e d  c o s t  con­
c e p t s  h a s  b e e n  d e v e lo p e d  somewhat i n d e p e n d e n t l y  by 
a c c o u n t a n t s  and e c o n o m i s t s  and  i s  a b u n d a n t  w i t h  c o s t  
t y p e s  t h a t  hav e  b e e n  f o r m u l a t e d  by v a r i o u s  i n d i v i d u a l s  
t o  s u i t  t h e i r  p a r t i c u l a r  n e e d s  and  l i t e r a r y  s t y l e .  Con­
s e q u e n t l y ,  one i s  a b l e  t o  f i n d  i d e n t i c a l l y  named c o n c e p t s  
o f  c o s t  h a v i n g  m ean in g s  t h a t  a r e  q u i t e  d i f f e r e n t  t o  t h e  
e c o n o m is t  and  t h e  a c c o u n t a n t .  I n  a d d i t i o n ,  one i s  a b l e  
t o  f i n d  t h e  u s e  o f  s e v e r a l  d i f f e r e n t  names t o  d e n o t e  a 
s i n g l e  c o n c e p t  o f  c o s t .  The unhappy r e s u l t  i s  o f t e n  
f u r t h e r  b e w i l d e r m e n t ,  c o n s i d e r a b l e  m i s u n d e r s t a n d i n g ,  and 
c o n t i n u e d  m is c o m m u n ic a t io n .
I t  I s  t h e  p u r p o s e  o f  t h i s  t h e s i s  t o  examine 
c e r t a i n  o f  t h e s e  s e v e r a l  c o s t  c o n c e p t s  which  hav e  e v o lv e d  
I n  a c c o u n t i n g  and  e c o n o m ic s ,  w i t h  t h e  u l t i m a t e  o b j e c t i v e  
o f  p r e s e n t i n g  a s y n t h e s i s  and  c l a s s i f i c a t i o n  o f  t h e  con­
c e p t s  t h a t  w i l l  f a c i l i t a t e  c o m m u n ica t io n  and p rom ote  
u n d e r s t a n d i n g  b e tw e e n  e c o n o m is t s  and  a c c o u n t a n t s ,  a s  
w e l l  a s  w i t h i n  each  o f  t h e  two d i s c i p l i n e s .
x v i
I I .  METHOD OF INVESTIGATION
The l i t e r a t u r e  o f  a c c o u n t i n g  and  econom ics  p r o ­
v i d e s  t h e  m a t e r i a l s  f o r  t h i s  s t u d y .
S in c e  t h e  s t u d y  en co m p asses  t h e  s u b j e c t  m a t t e r  
o f  two a r e a s  o f  s t u d y ,  i n i t i a l  c o n s i d e r a t i o n  i s  g i v e n  t o  
t h e  r e l a t i o n s h i p  o f  a c c o u n t i n g  and  eco n o m ics .  T h i s  p r o ­
v i d e s  t h e  b ack g ro u n d  e s s e n t i a l  t o  a n  u n d e r s t a n d i n g  o f  
t h e  s i m i l a r i t i e s  a3  w e l l  a s  t h e  d i f f e r e n c e s  i n  t h e  con­
c e p t s  o f  c o s t  e v o lv e d  by a c c o u n t a n t s  and e c o n o m i s t s .
T h i s  p o r t i o n  o f  t h e  s t u d y  i s  f o l l o w e d  by a d i s c u s s i o n  o f  
t h e  m ean in g s  o f  t h e  word " c o s t "  a s  i t  a p p e a r s ,  u n m o d i f i e d ,  
i n  eco n o m ics  and  a c c o u n t i n g .
T hese  p r e l i m i n a r i e s  a r e  f o l l o w e d  by a s u r v e y  o f  
s e l e c t e d  c o s t  c o n c e p t s  t h a t  a p p e a r  i n  t h e  l i t e r a t u r e  o f  
a c c o u n t i n g ,  and  a s e p a r a t e  s tu d y  o f  s e l e c t e d  c o s t  con­
c e p t s  t h a t  a p p e a r  i n  t h e  l i t e r a t u r e  o f  e c o n o m ic s .  The 
s tu d y  c o n c l u d e s  w i t h  a s y n t h e s i s  and  c l a s s i f i c a t i o n  o f  
t h e  s e l e c t e d  c o s t  c o n c e p t s  o f  b o th  d i s c i p l i n e s  i n t o  a 
s i n g l e ,  u s e f u l  s t r u c t u r e  o f  c o s t  c o n c e p t s .
I I I .  LIMITATIONS OF STUDY
S in c e  c o n c e p t s  o f  c o s t  l i e  a t  t h e  h e a r t  o f  e c o ­
nom ics  and  a c c o u n t i n g ,  a s t u d y  o f  c o s t  c o n c e p t s  n e c e s ­
s a r i l y  t o u c h e s  upon s e v e r a l  o f  t h e  p ro b le m  a r e a s  i n  b o th
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f i e l d s .  F o r  e x a m p le ,  i n  e c o n o m ic s  t h e  d e f i n i t i o n  o f  c o s t  
i s  b a s i c  t o  t h e  p r o b le m  o f  r a t e  s e t t i n g  i n  t h e  r e g u l a t i o n  
o f  p u b l i c  u t i l i t i e s  by  g o v e r n m e n t a l  a g e n c i e s .  A l s o ,  t h e  
a p p r o p r i a t e  c o m p u t a t i o n  o f  c o s t  p r o v i d e s  a t  l e a s t  one 
m e a s u re  o f  t h e  d e s i r a b i l i t y  o f  g o v e rn m e n t  owned an d  o p e r ­
a t e d  a c t i v i t i e s  i n  l i e u  o f  p r i v a t e l y  owned and  o p e r a t e d  
a c t i v i t i e s .  S i m i l a r l y ,  d i f f e r e n t  c o n c e p t s  o f  c o s t  a r e  
e s s e n t i a l  t o  a n  u n d e r s t a n d i n g  o f  t h e  p r o b le m  o f  p r i c e -  
l e v e l  c h a n g e s  and  i n  t h e  c h o i c e  b e tw e e n  t h e  a b s o r p t i o n  
an d  t h e  d i r e c t  m e th o d s  o f  c o s t i n g  i n  a c c o u n t i n g .  W h i le  
p r o b l e m s  o f  t h i s  k i n d  a r e  c i t e d  i n  c o n n e c t i o n  w i t h  t h e  
d e s c r i p t i o n s  o f  t h e  c o s t  c o n c e p t s  a p p r o p r i a t e  t o  e a c h ,  i t  
i s  n o t  t h e  p u r p o s e  o f  t h i s  s t u d y  t o  c o n s i d e r  t h e s e  
r e l a t e d  p r o b le m  a r e a s  i n  d e t a i l .
P e o p l e  who a r e  c o n c e r n e d  w i t h  t h e  s t u d y  o f  c o s t s  
i n  one  way o r  a n o t h e r  i n c l u d e  e n g i n e e r s  an d  s t a t i s t i c i a n s  
a s  w e l l  a s  a c c o u n t a n t s  a n d  e c o n o m i s t s .  W h i le  t h e  v iew ­
p o i n t  o f  t h i 3  s t u d y  i s  t h a t  o f  t h e  a c c o u n t a n t  and  t h e  
e c o n o m i s t ,  a p p r o p r i a t e  a t t e n t i o n  i s  g i v e n  t o  t h e  v ie w s  
o f  t h e  e n g i n e e r  o r  t h e  s t a t i s t i c i a n  w h e re  t h e i r  c o n t r i ­
b u t i o n s  seem t o  be  a p p r o p r i a t e  t o  t h e  o b j e c t i v e s  o f  t h i s  
s t u d y .
The c o n c e p t s  o f  c o s t  s e l e c t e d  f o r  i n c l u s i o n  i n  
t h i s  s t u d y  a r e  l i m i t e d  t o  t h o s e  c o n c e p t s  t h a t  a r e  t h e  
m o s t  u s e f u l  a n d  t h e  m o s t  l i k e l y  t o  c a u s e  p r o b l e m s  o f
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m i s u n d e r s t a n d i n g  and  m is c o m m u n ic a t io n .  C o n s e q u e n t l y ,  a 
number o f  r e l a t i v e l y  a p p a r e n t  c o s t  c o n c e p t s ,  i n c l u d i n g  
m a t e r i a l  c o s t ,  l a b o r  c o s t ,  p e n s i o n  c o s t ,  s e r v i c e - d e p a r t -  
ment c o s t ,  o f f i c e  c o s t  and  w a re h o u se  c o s t ,  which  i d e n t i f y  
t h e  c o s t  a s s o c i a t e d  w i th  a g i v e n  p r o d u c t i v e  f a c t o r  o r  a 
g i v e n  f u n c t i o n a l  d i v i s i o n  o f  t h e  b u s i n e s s ,  a r e  e x c lu d e d  
f rom  t h i s  s t u d y .
F i n a l l y ,  a c o m p le te  b i b l i o g r a p h y  f o r  t h i s  s t u d y  
m ig h t  w e l l  i n c l u d e  a l l  o f  t h e  p u b l i c a t i o n s  i n  t h e  a r e a s  
o f  a c c o u n t i n g  and  e c o n o m ic s ,  s i n c e  l i t t l e  i s  w r i t t e n  i n  
e i t h e r  f i e l d  w i t h o u t  some c o n s i d e r a t i o n  o f  c o s t .  S in c e  
t h e  m a j o r i t y  o f  c o n te m p o ra ry  w orks  i n  eco n o m ics  draw from 
a s e l e c t e d  number o f  o u t s t a n d i n g  and  p i o n e e r i n g  works  i n  
t h e i r  t r e a t m e n t  o f  c o s t ,  t h e  b i b l i o g r a p h y  i s ,  t o  some 
e x t e n t ,  l i m i t e d  t o  t h o s e  i t e m s  g e n e r a l l y  r e g a r d e d  a s  t h e  
more b a s i c .  The same l i m i t a t i o n  o f  b i b l i o g r a p h y ,  t o  a 
l e s s e r  d e g r e e ,  a p p l i e s  t o  t h e  m a t e r i a l s  i n c l u d e d  from t h e  
f i e l d  o f  a c c o u n t i n g .
CHAPTER I
THE RELATIONSHIP OF ACCOUNTING AND ECONOMICS
The q u estion  o f  the p r e c is e  r e la t io n sh ip  o f  
accounting and econom ics has lon g been a m atter o f  d is ­
cu ss io n . For the most p a r t, th e r e s u lt s  o f  such d isc u ss io n  
have been a v a r ie ty  o f  o p in io n s , ranging from the sug­
g e s t io n  th a t accounting  i s  ap p rop ria te ly  a branch o f  
econom ics,^  to  th e su g g estio n  th a t the two are b a s ic a l ly  
d if fe r e n t .^
These d if f e r in g  op in ion s are apparent even today  
in  our in s t i t u t io n s  o f  h igh er lea rn in g  where one i s  a b le  
to  f in d :  (1 ) both th e economics department and the
accounting department c lo s e ly  a l l i e d  in  the c o lle g e  o f  
commerce or b u sin ess  a d m in istra tio n , or (2 ) the accounting  
department in  the c o lle g e  o f  commerce or b u sin ess  adm inis­
tr a t io n  and th e economics department q u ite  sep a ra te ly
^Barl A. S a i le r s ,  "Notes on the C ontrasting  
Concepts o f  Accounting and Econom ics," The Accounting  
Review. IVI (1 9 4 1 ), 296.
2John B. Canning, The Economics o f  Accountancy 
(New York: The Ronald P ress C o., 1$29) ,  p . 3l0»
2lo ca te d  In  the c o l le g e  o f  a r ts  and s c ie n c e s  or l e t t e r s  and 
s c ie n c e s . In  a d d itio n  to th ese  p o s s i b i l i t i e s ,  th ere  has
been a t l e a s t  one stron g p lea  fo r  an Independent sch oo l o f
3accountancy.
But accounting  and economics are both rap id ly  
d evelop ing f i e l d s ,  and "the growth o f  each o f  th ese  two 
areas has in cluded  new developm ents which have le d  to  In­
crea sin g  coop eration  between them."^ Thus, i t  i s  very  
l ik e ly  th a t the r e la t io n sh ip  between accounting and eco­
nom ics, l ik e  the development w ith in  each o f  the f i e l d s ,
I s  in  a s ta t e  o f  con tin u a l change, and what may once have 
been an appropriate view o f  the is s u e  i s ,  at p r e se n t, an 
in app rop riate op in ion . Furthermore, what may be an ap­
p rop ria te  view a t  t h i s  tim e i s  l ik e ly  to  be in v a lid a te d  
a t  some tim e in  the fu tu re .
F o rtu n a te ly , i t  i s  not c r u c ia l to  the purposes o f  
t h i s  I n v e s t ig a t io n  th a t the p r e c is e  r e la t io n sh ip  between  
accounting and econom ics be d isco v ered . What i s  Important 
to  th e purpose o f  t h is  stu d y , however, I s  the fa c t  th a t a
^W illiam J . von Minden, Paper p resen ted  a t  the  
annual m eeting o f  th e N ortheast R egional American Account­
in g  A sso c ia tio n , Cambridge, M ass., October 6 , 1962.
4-John T. W heeler, "Economics and A ccounting,"  
Handbook o f  Modern A ccounting Theory. Morton Backer, 
editor (Englewood C l i f f s ,  New Jersey: P r e n tic e -H a ll, I n c . ,
1953), P. 43.
3b r ie f  exam ination o f  the q u estion  o f  the appropriate  
r e la t io n sh ip  o f  accounting and econom ics w i l l  lead  to  a 
b e t te r  understanding o f  th e d if fe r e n c e s , as w e ll  a s the  
s im i la r i t i e s ,  th a t surround the a cco u n ta n t's  and the econo­
m is t 's  con ception s o f  c o s t s .
F ir s t ,  the ea r ly  r e la t io n sh ip  between accounting  
and economics I s  view ed. T his i s  fo llow ed  by a d isc u ss io n  
o f  some o f  the conceptual d if fe r e n c e s  th a t have r e s u lte d ,  
and a view o f some o f  th e c r it ic is m s  th a t accountants and 
econom ists have aimed a t  one an other. F in a lly ,  the current 
r e la t io n sh ip  o f  accounting and economics w i l l  be considered  
in  view o f  the new developm ents th a t have taken p la ce  In  
each o f  th ese  growing f i e l d s .
I .  EARLY RELATIONSHIP OF ACCOUNTING AND ECONOMICS
While the o r ig in s  o f  accounting and economics have 
been traced  back fo r  many c e n tu r ie s , th e p r o fe ss io n s  o f  
econom ics and accounting  had Independent o r ig in s ,  and the  
e a r ly  development o f  each was q u ite  Independent o f  the  
o th er . For c e n tu r ie s , "the p eop le In one f i e l d  had l i t t l e  
knowledge or I n te r e s t  in  th e other,** and "many concepts  
were b ein g  developed in  econom ics th a t had counterparts  
In  accoun tin g  but few p eop le i f  any knew th is." '*
5I b id . . p . k6
4At the tim e o f  i t s  b egin n in gs economics was re­
garded as a lea rn ed , deductive p h ilo sop h y , and in  th e  
period  o f  i t s  ear ly  development econom ics remained la r g e ly  
ded uctive In n ature. Canning says:
The econom ists from the time they began to  show 
a group co n sc io u sn ess , . • • considered  th e ir  
su b ject to  be a branch o f  s o c ia l  p h ilosop h y.
They concerned them selves from the f i r s t  w ith  
the phenomena o f  s o c ia l  problems and gave l i t t l e  
thought, in  th e ir  ea r ly  works, to  the problems 
o f  th e in d iv id u a l. Like t h e ir  learned  parent 
they sought to  develop from a body o f  (more o r  
l e s s )  s e l f - e v id e n t  p ro p o s it io n s  about human be­
h a v io r , e n t ir e  system s o f  thought and to  develop  
th e ir  system s la r g e ly  by deductive m ethods.”
With regard to  the term inology employed by th e  
ea r ly  econom ists, Canning f e e l s  th a t * i t  may w e ll be sup­
posed th a t the econom ists* wish to  in flu e n c e  p u b lic  
a f f a ir s  through making th e ir  words a v a ila b le  to  la y  
readers has le d  them to  shun a sy stem a tic  and p e c u lia r  
term inology and to  employ common words in s te a d . ^
"Unlike the ea r ly  econ om ists, who from th e ir  very  
beginning have fo llow ed  a learn ed  p r o fe ss io n , ea r ly  
w r ite r s  in  accounting  were m ostly w ithout academic tr a ln -
g
in g ."  At th e tim e o f  i t s  ea r ly  developm ent, accounting  
was considered  to  be a to o l  o f  b u s in e ss , and George 0 . May,
^Canning, op. o l t . , p. 6
7 lb ld . . p. 8 .
*I&Ld.
5in  Twenty-Five Years o f  Accounting E xperien ce, p o in ts  out 
th a t th e development o f  accou n tin g , l ik e  the development 
o f  b u sin ess  law , was determined la r g e ly  by the p r a c t la e s  
o f  businessm en. C onsequently, the ea r ly  works o f  ac­
countants were p rim arily  d e sc r ip t io n s  o f  p r a c t ic e s  o f  
record keeping th a t had come to  th e ir  a t te n t io n  or o f  the
d ev ice s  th a t they had d ev ised  fo r  a p a r t ic u la r  b u sin ess  
g
e n te r p r is e .7
Canning has fu rth er  d escrib ed  the a c t i v i t i e s  o f  th e
ea r ly  accou n tan ts, say ing:
Whether they were d escr ib in g  the long-known and 
employed double en try  scheme or cruder p r a c t ic e s ,  
they made l i t t l e  showing o f  any system atic  
thought, though they were s t i c k le r s  fo r  un­
swerving adherence to  the te c h n ic a l procedure 
shown. Like many trade or occu p ation a l groups, 
th e ir  data was am asingly p o s it iv e  and th e ir  
argument was am asingly in co n se q u en tia l. 0
Early accou n tan ts, as w e ll  as th e ea r ly  econ om ists,
adhered c lo s e ly  to  a vocabulary o f  common usage.
"The ea r ly  co n tr o v ers ie s  between accounting and
economics were g en er a lly  regarded a s  being oaused by th e
d if fe r e n c e s  in  viewpoint.**11 The econom ist was regarded
as having th e s o c ia l  p o in t o f  v iew , and h is  in t e r e s t  in
view ing th e tr a n sa c t io n s  o f  p a r t ic u la r  e n te r p r ise s  was
9I b ld .
10I b ld .
^ W h eeler , 0 £ . o l t . ,  p . 43*
6sa id  to  be in  order to  determ ine the fundamental p r in c i­
p le s  and the s o c ia l  consequences o f  m arkets, p r ic e s ,  
p rod u ction , consumption, and d is t r ib u t io n * ^  "On th e  
o th er  hand, the accoun tan t, employed by the management o f  
a b u sin ess  or i t s  cred itors,**  analyzed b u sin ess  tran s­
a c t io n s ,  "with the exp ress o b jec t o f  In terp re tin g  th e ir  
e f f e c t  on a p a r t ic u la r  b u sin ess  e n t e r p r i s e * O f  the  
ea r ly  w r ite r s  in  accounting  theory and economic th eory , 
Canning m aintained:
( l )  th a t thev adopt w holly  d if fe r e n t  modes o f  
a n a ly s is ;  (2 ) th a t they take in to  account a 
v a s t ly  d if f e r e n t  scope o f  su b jec t m atter; (3 )  
th a t th e ir  major to p ic a l  d iv is io n  In  sy stem a tic  
w r it in g s  have alm ost nothing in  common; (4 )  
th a t they concern th em selves alm ost e n t ir e ly  
w ith  d iv e r se  problems; and (5) th a t th e p o in ts  
o f  view taken toward method, su b jec t m a tte r ,. ,  
and s p e c i f ic  problems have l i t t l e  in  common. ^
The r e s u lt s  o f  t h is  independent ea r ly  r e la t io n sh ip  
between accounting and econom ics l in g e r  today In the form 
o f  m isunderstandings and mlscommunlcatlons* Paton, a f t e r  
a c a r e fu l co n sid era tio n  o f  the r e la t io n sh ip  between eco­
nomics and accou n tin g , concluded th a t , due to  the d i f f e r ­
en ces In p o in t o f  v iew , **eoncepts and terms e n t ir e ly  v a lid
^^Brlc L* K ohler and Paul L* M orrison, P r in c ip le s  
o f  Accounting (C hicago: A* W* Shaw Company, 19 2&), p* 10 .
13lb ld . . p . 10.
^ C an n in g , op. o l t . . p . 52.
7in  one f i e l d  cannot be tr a n sfe r r e d  to  the o th er  w ith o u t, 
a t any r a ta , very c a r e fu l co n sid e ra tio n .* * ^
At t h i s  p o in t i t  i s  ap p rop ria te  to  g iv e  b r ie f  
c o n s id e r a tio n  to  some o f  th e con cep tu a l d if fe r e n c e s  th a t  
have r e su lte d  from the independent o r ig in  and e a r ly  
development o f  accou n tin g  and economics**
I I .  COMMENTS ON SOME CONCEPTUAL DIFFERENCES
Many o f  the p a st d isagreem ents which s t i l l  p e r s i s t  
between accou n tan ts and econom ists today are in  la r g e  
measure te r m in o lo g ic a l, and they are o f te n  caused by a 
m isunderstanding o f  th e  p a r t ic u la r  use being made o f  th e  
term s in  d i s p u t e .^  In  a l ik e  manner, d isagreem ent w ith in  
each o f  th e  two f i e l d s  i s  o f te n  caused by a s im ila r  misun­
d erstan d in g  o f  th e  term inology u sed . "Such term s as  
c a p i t a l ,  c a p ita l  s to c k , Income, exp en se, a s s e t s ,  c o s t  and 
valu e are n o to r io u s  fo r  t h e ir  m u ltip le  meanings in  eco­
nomic lite r a tu r e ,* *  and "there i s  an eq u a lly  g rea t d iv e r s i t y ,  
though not eq u a lly  n o to r io u s , in  th e meaning o f  th e se  same 
term s in  th e t e x t s  and t r e a t i s e s  in  accou n tin g .**^  T his
^^W illiam A. Paton. A ccounting Theory (New York:
The Ronald P ress C o ., 1922A p* v i i .
^-^tfheeler, £ £ . c l t . . p . 49*
17I b ld . . p . 49 .
8s t a t e  o f  a f f a i r s  I s  no doubt r e sp o n s ib le  fo r  much o f  th e  
m isunderstanding and m isuse o f  accou n tin g  data by econo­
m is t s ,  and fo r  much o f  th e I n a b i l i t y  o f  accou n tan ts to  
a p p rec ia te  f u l l y  th e  va lu e  o f  economic a n a ly s is*  W hile 
th e  c e n tr a l theme o f  t h i s  study concerns th e se  d i f f i ­
c u l t i e s  as they surround con cep ts o f  c o s t ,  th e fo llo w in g  
b r ie f  comments w ith  r e sp e c t  to  con cep tu a l d if fe r e n c e s  o f  
incom e, c a p i t a l ,  and v a lu a tio n  in d ic a te  th a t such d i f f i ­
c u l t i e s  a r e , in d eed , very widespread*
Income
In  econom ics income i s  used  to  d es ig n a te  not one 
but a fa m ily  o f  con cepts which in c lu d e s  such branches a s  
n a tio n a l incom e, p erso n a l incom e, r e a l  incom e, and b u s in ess  
income* Thus, when th e econom ist speaks o f  incom e, h is  
d isc u s s io n  may be w ith  r e sp e c t  to  th e  b u s in e ss  income o f  
a g iv en  e n te r p r is e , or  he may extend  h is  in t e r e s t  beyond 
th e  boundaries o f  the in d iv id u a l firm  to  th e  whole o f  
econom ic so c ie ty *  C onsequently , the econom ist concerns  
h im s e lf  w ith  such m atters a s  where InQome comes from, what 
economic fu n c tio n s  i t  perform s, and to  what fa c to r  or  
fa c to r s  o f  p rod u ction  does i t  accrue* With th ese  s o c ia l  
a sp e c ts  o f  incom e, th e  accountant has had l i t t l e  to  do*
From an economic stan d p o in t income i s  the ex c ess  
o f  c a p ita l  v a lu es  reco g n ised  over th e  c a p ita l  v a lu es
9consumed fo r  a g iv en  tim e p er io d . S in ce  c a p ita l  va lu e  
ia  c le a r ly  dependent on earn in g  e x p e c ta t io n s , th e d e f i ­
n i t io n  o f  b u s in e ss  income which has gained  ra th er  wide 
accep tan ce among contemporary econom ists i s  th a t "net 
income can be measured a s  th e  maximum amount th a t can be 
d is tr ib u te d  in  d iv id en d s ( t h e o r e t ic a l ly  from now in to  th e  
in d e f in i t e  fu tu r e ) w ith ou t im pairing  th e company's earn ing  
power.
In  a cco u n tin g , on th e  o th er  hand, th e primary 
concern i s  th e p e r io d ic  d eterm in ation  o f  income fo r  a 
g iv en  e n te r p r is e , and th e  n o tio n  th a t Income in v o lv e s  th e  
e x c e ss  o f  revenues earned over ex p en ses, a r is in g  p r im a rily  
through e x p l i c i t  monetary tr a n s a c t io n s , i s  g e n e r a lly  
a ccep ted . V a r ia tio n s  in  a p p lic a t io n , however, lea d  to  a 
wide d isp e r s io n  o f  num erical r e s u l t s .
On th e  m atter  o f  th e eco n o m ist's  and th e ac­
c o u n ta n t's  problem o f  income, Canning concluded th a t  th ey  
"are very u n lik e  both w ith  r e sp e c t  to  what i s  Included  and 
what i s  exclu d ed ; th e primary o b je c ts  o f  t h e ir  a n a ly s is  
are d if f e r e n t ;"  and th a t  "the r e la t iv e  Importance p rop erly
l^ C arl T . D evin e, Cost A ccounting and A n a ly s is  
(New York: The MacMillan CoT/ 1950)7  p . k*
1 9 jo e l  Dean, M anagerial Economics (Englewood 
C l i f f s ,  New J e r se y :  P r e n t lc e -H a ll ,  i n c . ,  1951)* p . 14-.
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a tta ch ed  by each o f  th e p r o fe s s io n s  to  what appear to  be 
elem ents common to  th e ir  problems I s  d i f f e r e n t .
V a lu a tion
In  econom ics an a s s e t  i s  va lued  by d isc o u n tin g  to  
p resen t va lu e  th e stream  o f  revenues th a t  th e a s s e t  i s  
expected  to  produce* "Each sep ara te  a s s e t  c o n s is t s  o f
th e  p rese n t va lu e  o f  a sep ara te  bundle o f  s e r v ic e s
21exp ected  in  th e  fu tu r e ."
In  a cco u n tin g , w h ile  th ere  has been much thought 
and d is c u s s io n  g iv en  to  some o f  th e r e s u lt in g  sh o rt­
comings o f  t h e ir  a n a ly s is ,  th e v a lu a tio n  p ro cess  i s ,  fo r  
th e  most p a r t , based on th e record o f  p a st  tr a n sa c t io n s  
w ith  c e r ta in  a llo w a b le  adjustm ents (m ostly  downward) fo r  
a s s e t  e x p ir a t io n , estim a ted  lo s s e s ,  and permanent market 
d e c l in e s .  Thus f a r ,  a cco u n ta n ts , fo r  th e  most p a r t , have 
been u n w illin g  to  g iv e  r e c o g n it io n  to  a s s e t  a p p r e c ia t io n .
C a p ita l
The econ om ist, a s  in  h is  con cepts o f  Income, 
a p p lie s  th e  term  c a p ita l  a t  a l l  l e v e l s  o f  economic ac­
t i v i t y .  When a p p lied  to  th e economy a s  a w hole, c a p ita l
^ C an n in g , £2 * c l t . .  p . 91 .
21I r v in g  A. F is h e r , "Income," E ncyclopedia o f  th e  
S o c ia l  S c ie n c e s . Edwin S ellgam , e d i t o r - in - c h ie f ,  (New York: 
The MacMillan c © ., 1 9 3 0 ), Volume I I I ,  p . 623.
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i s  a s to ck  con cep t, having r e su lte d  from th e flow  o f  
Investm ent* At th e  l e v e l  o f  th e  firm , c a p ita l  assumes 
th e  r o le  o f  a fa c to r  o f  p rod u ction  which e n te r s  in to  th e  
d eterm in ation  o f  th e optimum com bination o f  p rod u ctive  
re so u r ces  and th e  m axim isation  o f  p r o f i t s *
To th e  a cco u n ta n t, th e  concept o f  c a p it a l  repre­
s e n ts  th e  ow ner's e q u i t i e s ,  or  r ig h t s ,  in  th e  p r o p e r t ie s  
o f  a b u s in e ss  e n te r p r ise *  Under th e  p ro p r ie to ry  th eo ry , 
c a p it a l  i s  view ed a s  th e e x c e s s  o f  th e a s s e t s  o f  th e firm  
over i t s  l i a b i l i t i e s *  Proponents o f  t h i s  th eory  f e e l  th a t  
th e purpose o f  accou n tin g  I s  to  account fo r  the r ig h t s  o f  
th e p r o p r ie to r  (o r  common s to ck h o ld ers  in  th e  ca se  o f  th e  
corp ora tion )*  T h is  th eory  le a d s  to  th e fo llo w in g  balance  
sh e e t  eq u ation : A sse ts  -  L i a b i l i t i e s  ■ C ap ita l*  Under
th e e n t i t y  th eo r y , th e  accoun tan t b e l ie v e s  th a t  th e  b u s i­
n ess  should be tr e a te d  a s  sep ara te  and d i s t in c t  from i t s  
ow ners, and th a t th e purpose o f  accou n tin g  i s  to  account 
to  o u ts id e r s  fo r  a l l  p rop erty  en tru sted  to  th e b u s in ess  
from w ith o u t, r e g a r d le ss  o f  th e  source* The e n t i t y  th eory  
produces th e fo llo w in g  b alance sh e e t  eq u ation : A sse ts  -
In v estm en ts , where Investm ents c o n s is t  o f  funds made 
a v a ila b le  by c r e d ito r s  ( l i a b i l i t i e s )  and funds made 
a v a ila b le  by in v e s to r s  ( c a p ita l)*
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I I I ,  VIEWS OF SOME MUTUAL CRITICISMS
In  a d d it io n  to  th e m isunderstandings and miscom- 
m unications th a t  have e x is te d  and s t i l l  e x i s t  between  
accou n tan ts and econ om ists, due in  p art to  t h e ir  in d e­
pendent o r ig in s  and e a r ly  developm ent, th ere  has been an 
abundance o f  mutual c r i t ic is m .
Due to  t h e ir  " re lu ctan ce  a t  submerging th e lo n g -  
developed  tech n iq u es r e la te d  to  double en try  accou n ts and 
h i s t o r i c a l  c o s t ,"  accou n tan ts "are sometimes charged w ith  
b ein g  unbending t r a d i t i o n a l i s t s ,"  and t h e ir  p e r s is te n c e  
in  adhering to  a system  b u i l t  p r im a rily  on th e record  o f  
p a st tr a n s a c t io n s  has brought a number o f  s im ila r  c r i t i ­
c ism s, Dean charges th a t "to an accou n tan t, n et Income 
i s  e s s e n t ia l ly  a h i s t o r i c a l  record o f  th e p a s t ,"  w h ile , "to
an econ om ist, n et Income i s  e s s e n t ia l ly  a sp e c u la tio n
23about th e fu tu r e ,"  S ince th e su ccess  o f  b u s in e ss  en te r ­
p r is e  I s  la r g e ly  dependent upon an a b i l i t y  to  sp e c u la te  
a c c u r a te ly  about the fu tu r e , t h i s  c r i t ic is m  i s  one th a t  
accou n tan ts cannot r e a d ily  ig n o r e ,
22A, C, L i t t l e t o n ,  " S ig n if ic a n c e  o f  In v ested  C ost,"  
The A ccounting Review. XXVII (1 9 5 2 ) , 167,
2^Dean, op , c i t , ,  p , 13 ,
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S im ila r  a tta c k s  have been aimed a t  th e a cco u n ta n t's  
d eterm ination  o f  cost*  These have been summarised as  
fo llo w s :
1* Accounting c o s ts  do not in c lu d e  an estim ate
o f  what th e owner could ob ta in  i f  employed 
elsew here*
2* A ccounting c o s ts  do not in clu d e th e in te r e s t
th a t the ow ner's c a p ita l  could earn elsewhere*
3* D ividends are not regarded as c o s ts  though
s im ila r  to  bond in te r e s t*
4* Accounting c o s ts  Include an Improper d e te r ­
m ination o f  d ep rec ia tion *
5* In  accounting c a p ita l  g a in s and lo s s e s  are
not recogn ised  u n t i l  they are r e a lis e d  through 
s a le  or o th er  d isp o s it io n *
6* H is to r ic a l  c o s ts  are o f  lim ite d  u s e fu ln e s s * ^
The f in a n c ia l  sta tem en ts too  have been the o b jec t
o f  var iou s c r it ic ism s*  t y p if ie d  by Dean who su g g ests  th a t  
the balance sh eet would be more u s e fu l in  the comparison 
o f  balance sh e e ts  method o f  determ ining income i f  account­
in g  balance sh e e ts  were rep laced  by economic balance  
s h e e t s o ^
^Jam es L* Dohr, "What They (Economist s )  Say About 
Us (A ccountants) .** The Accounting Review. XXVIII (1953)*  
171.
2i>Dean* $fi* d t *. pp* 14 and 15*
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To th ese  few examples o f  the c r it ic is m s  th a t  
econom ists have made o f  th e p r a c t ic e s  o f  acoou n tan ts, a 
h o st o f  o th ers  could be ad d ed *^
P a rtly  in  d efense o f  th e ir  p r a c t ic e s  and procedures9 
accountants have vo iced  numerous c r it ic is m s  o f  economic 
a n a ly sis*  The most o f te n  expressed  c r it ic is m  o f  econom ists  
by accountants i s  th a t econom ists a r e , to  a la rg e  e x te n t ,  
vague, u n r e a l is t ic  and im p r a c tic a l, and th a t the conclu­
s io n s  o f  t h e ir  a b stra c t th e o r iz in g  have l i t t l e  i f  any u se­
fu ln e s s  in  the p r a c t ic a l  b u s in ess  s itu a tio n *  G enerally  
Included as a p art o f  the c r it ic is m  i s  the a s s e r t io n  th a t  
few o f  th e econ om ist's  co n cep ts, even though th e o r e t ic a l ly  
sound, are red u cib le  to  a b a s is  o f  o b je c t iv e  measurement* 
For th e most p art th ese  c r it ic is m s  seem to  stem  
from th e  fa c t  th a t econom ists and accountants a l ik e  have 
had on ly  a vague understanding o f  and l i t t l e  a p p rec ia tio n  
fo r  th e a c t i v i t i e s  and work o f  the other* There i s  some 
ev idence th a t econom ists have f a i le d  to  comprehend what 
accounting i s  about, what se r v ic e  i t  renders to  b u s in e ss .
^ o r  an extended d isc u ss io n  o f  th e econ om ist's  
c r it ic is m s  o f  accou n tin g , a s  w e ll  a s th e r e p l ie s  o f  an 
accoun tan t, see  Dohr, ££• c l t *. pp. 167-175*
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and how th e product o f  th e accountant*s work should be 
27used* For exam ple, J . Mo C lark, in  h is  S tu d ies  in  th e  
Economics o f  Overhead C oats, view s f in a n c ia l  accounting  
as being
• • • p r im arily  concerned w ith  record ing a b so lu te  
income and ou tgo , n o tin g  every sep arate  b i t  o f  
e it h e r ,  and adding them up to  co rrec t to ta ls *  I t  
has two underlying and elem entary purposes which 
are probably dominant* The record ing o f  every  
tr a n sa c t io n  makes i t  harder to  s t e a l  the funds o f  
th e conoern, and th e fin d in g  o f  co rrec t t o t a l s  
t e l l s  how much income i s  a v a ila b le  fo r  d iv id en d s  
a t  th e end o f  the f i s c a l  p eriod *2
In  a l ik e  manner th ose c r it ic is m s  th a t the a c -
countants have expressed  w ith re sp e c t to  econom ics seem
to  stem in  p art from m isconceptions regarding th e method,
scop e , purposes and concepts o f  economics*
IV* CURRENT RELATIONSHIP OF ACCOUNTING AND ECONOMICS
Recent years have brought rapid  expansion in  both 
econom ics and accou n tin g , and th e s ta t e  o f  r e la t iv e  inde­
pendence th a t once e x is te d  between the ea r ly  econom ists  
and th e e a r ly  acoountants i s  ra p id ly  becoming more and 
more d i f f i c u l t  to  recogn ise*
E vidences o f  t h is  narrowing gap between accounting  
and economics may be found in  se v e r a l p laces*  F ir s t ,  an
27Dohr, o£ . c i t . . p* 167*
2**Clark, og' c i t *. p . 36*
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exam ination o f  the current l i t e r a t u r e  o f  economics and 
accounting  r e v e a ls  a number o f  a r t i c l e s  on th e su b jec t o f  
econom ics In th e lea d in g  accounting  p e r io d ic a ls  and a 
s im ila r  in c lu s io n  o f  a r t i c l e s  on accounting  m atters in  
th e lea d in g  economic p u b lica tio n s*  S im ila r ly , accountants  
make frequent re feren ce  to  economic l i t e r a t u r e  and econo­
m ists  fin d  an in crea s in g  need to  r e fe r  to  the w r it in g s  o f  
accountants and to  use accounting  data in  th e ir  work* 
Second, th ere have been some ou tstan d in g  co n tr ib u tio n s  by 
in d iv id u a ls  who have tr ie d  to  bridge the gap between ac­
counting and economics* John B* C anning's The Economics
29
o f  Accountancy. J* M* C lark 's S tu d ies  in  th e Economics 
o f  Overhead Cos t s . Cost Behavior and P r ic in g  P o lic y . ^  
and p u b lic a tio n s  o f  the Study Group on B usin ess Income*^ 
have been major co n tr ib u tio n s  in  t h is  d irec tio n *  F in a lly ,  
u n iv e r s i t ie s  and c o l le g e s  have required th a t stu d en ts o f  
econom ics and accoun tin g  be b e t te r  prepared in  the su b ject  
m atter o f  each o th e r 's  f i e l d  o f  study*
^ C an nin g, oj>. c i t *
3 0 c ia rk , ££• c i t *
31committee on P rice  D eterm ination fo r  the Con­
feren ce  on P r ice  R esearch, Cost Behavior and P r ic in g  
P o lic y  (New York* N ational bureau o f  Eoonomlc Research,
1943), 353 pp.
32$tudy Group on B usin ess In con e, Changing Concepts 
o f  B usiness Income— A Report (New Yorks The MacMillan Co• ,
IbO PP.
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The econom ist o f  today la  very u n lik e  th e  fo llo w ­
in g  e a r l i e r  d e s c r ip t io n  o f  him by Arthur F* Burns, h im se lf  
an econ om ist, who served  a s  D ir e c to r  o f  th e  N ation a l 
Bureau o f  Economic Research and a s  one o f  th e  P r e s id e n t’ s 
a d v iso r s  on economic m atters* Burns sa id :
For c e n tu r ie s  th e  econom ist was an arm chair 
o b serv e r , a b i t  on th e  gloomy s id e ,  w ith  a 
ra th er  l im ite d  knowledge o f  th e world o f  a f f a i r s ;  
he sp ecu la ted  broadly on such th in g s  a s  th e  
th eory  o f  v a lu e , th e  t a r i f f ,  th e  p roperty  ta x ,  
th e s t a t e  o f  th e cu rren cy , the d ev iou s ways o f  
monopoly, th e  corn la w s, th e  e v i l s  o f  overpopu­
la t i o n ,  and th e a c t i v i t i e s  o f  th e  la b o r  o rgan i­
za tion s*  G en era lly , he dep lored  p overty  and 
monopoly* H is o u tsta n d in g  t o o l  fo r  I n v e s t ig a t io n  
was m arginal a n a ly s is*  p i s  s t a t i s t i c s  were 
l im ite d  to  a few areas l i k e  commodity p r ic e s ,  
fo r e ig n  tr a d e , Im m igration, and th e s e c u r ity  
markets* He was p reoccu pied  w ith  what he c a l le d  
s t a t e  o f  eq u ilib r iu m ; he Ignored th e  p r in c ip le s  
o f  cum ulative change; he was b a f f le d  by accou n ts  
and accounting* The sum t o t a l  o f  h is  knowledge 
was o d i o u s l y  Inadequate fo r  coping w ith  s o c ie t y ’ s
The modern econom ist i s  w i l l in g  to  undertake th e  
management o f  th e  economy, p a r t ic u la r ly  what he now r e fe r s  
to  a s  th e  dynamic economy, and to  p a r t ic ip a te  a c t iv e ly  In  
th e  management o f  th e  economy’ s b u s in ess  in s t i t u t io n s *  To 
t h i s  end, econ om ists have developed  new m ethod ologies  
which have g r e a t ly  expanded th e su b jec t m atter o f  economic 
a n a ly s is*  P art o f  t h i s  developm ent has been a number o f
^^The Cumu la t io n  o f  Knowledge. 23th Annual Report 
o f  th e  Bureau or Economic R esearch , 1943*
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em p ir ica l c o s t  s tu d ie s  mads by J o e l Dean, Theodore Yntema 
and oth ers*  where th e c o s t  data o f  p a r t ic u la r  corp oration s  
have been an alysed  in  order to  develop  a s e t  o f  em p irica l 
c o s t  curves which may be compared to  th ese  c o s t  curves 
used by th e th e o r e t ic a l  econom ists# S tu d ie s  o f  t h i s  
kind have le d  to  th e development o f  a whole new branch o f  
economlos known as econom etrics in  which the econom ist 
" t r ie s  to  p iece  to g e th e r  th e fundamental a sp e c ts  o f  eco­
nomic behavior by look in g  a t  th e  in te r r e la t io n s h ip s  o f  
th e q u a n tita t iv e  m agnitudes generated  h is t o r ic a l ly *  and 
then t r i e s  to  e x tra p o la te  p ast behavior in to  th e  unknown 
future#
T his kind o f  a n a ly s is  and o th er  s im ila r  tech n iq u es  
o f  s p e c ia l  in t e r e s t  to  b u sin ess  managers have been incorpo­
rated  in to  a new branch o f  econom ics known as m anagerial 
economics# To enhance h is  a b i l i t y  in  t h i s  respect*  the
3^See J o e l Dean, S t a t i s t i c a l  Cost F unctions o f  £  
H osiery M ill (C hicago: Tne U n iv ers ity  o f  khicago P re ss ,
1941J* l l o  pp#, J o e l Dean, The R e la tio n  o f  Cost to  Output 
fo r  g, L eather B e lt  Shop ( New t o r k : N a t i o n a l  Bureau o f  
Economic R esearch, 1941)* 73 PP«* J o e l Dean, S t a t i s t i c a l  
D eterm ination  o f  C osta. With S p e c ia l R eference to  M arginal 
Aosta  (C hicago: The U n iv e r s ity  o f lM o a g ©  P r e ss , W o ) ,
Ilf*) pp# A lso see  Theodore Yntema, H earings b efore th e  
T#N#K#C# Part 26* Iron  and S te e l  In d u stry .E x h i b i t  No#
1417* 1940* and Katnryn W ylie and Moraecal K sek iel*  "The 
Cost Curve fo r  S te e l  P roduction ."  J o u r n a l  o f  P o l i t i c a l  
Economy, XLVIII (December* 1940)* 777-021#
3^Gerhard T intner* "The D e f in it io n  o f  Econometrics^" 
Bconom etrloa. XU* (January* 1953)* 37#
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econom ist has adopted such q u a n tita t iv e  to o ls  o f  a n a ly s is  
a s  s t a t i s t i c s ,  l in e a r  programming, game th eory , and a 
v a r ie ty  o f  m athem atical decision-m aking models*
The modern accountant has extended h is  realm  
beyond th a t o f  preparing the p e r io d ic  f in a n c ia l  statem en ts  
to  a c t i v i t i e s  which p lay a v i t a l  r o le  in  n early  every  
a c t iv i t y  o f  b u sin ess  operation* W hile th e p rep aration  o f  
f in a n c ia l  statem en ts and th e p e r io d ic  d eterm ination  o f  
income are th e major o b je c t iv e s  o f  h is  e f f o r t s ,  th e ex­
panding r o le  o f  c o s t  accounting and the advent o f  mana­
g e r ia l  accounting  have produced major changes in  th e  
a t t i tu d e  and th e r o le  o f  the accountant* Cost accounting  
extends beyond the tr a d it io n a l  f in a n c ia l  accounting "when, 
in  a d d itio n  to  p rov id in g  data fo r  f in a n c ia l  accou n tin g , I t  
p rov id es management w ith a h o st o f  c o st  measurements per­
t in e n t  to  problems o f  co n tro l and d e c is io n s  r e la t in g  to  
a lte r n a t iv e s* "  M anagerial accounting de-em phaslses th e  
bookkeeping m echanics o f  record-keep ing and concerns 
I t s e l f  w ith such th in g s  as the p rep aration  o f  budgets, 
th e use o f  accoun tin g  data fo r  d ecision -m ak in g , and the  
r o le  o f  accoun tin g  in  th e  co n tro l o f  operations*
^A m erican Accounting A sso c ia tio n . Committee on 
Cost Concepts and Standards, "Report o f  the Committee on 
Cost Concepts and Standards,"  The Accounting Review, 
m i l ,  (1952), 175*
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These developm ents In econom ies and accounting  
have made I t  q u ite  d i f f i c u l t  to  d is t in g u is h  between th a t  
which I s  a p p rop ria te ly  and e x c lu s iv e ly  econom ics and th a t  
which I s  a p p rop ria te ly  and e x c lu s iv e ly  accou n tin g . The 
purposes and methodology o f  m anagerial accoun tin g  and 
m anagerial econom ics have much In common, and the use o f  
economic a n a ly s is  by m anagerial accountants and accounting  
a n a ly s is  by m anagerial econom ists has brought c lo s e  con­
ta c t  o f  accounting  and econom ics In  the modern b u sin ess  
s o c ie ty .
V. CONCLUSIONS
D esp ite  th e ir  Independent o r ig in s  and a len gth y  
p eriod  o f  r e la t iv e ly  Independent developm ent, th ere I s  a 
very great in te r r e la t io n s h ip  o f  accounting and economics 
tod ay, and w h ile  the p o s s i b i l i t i e s  fo r  mutual h e lp fu ln e ss  
long escaped the a t te n t io n  o f  both econom ists and ac­
cou n tan ts, I t  seems In e v ita b le  th a t t h is  c lo s e r  r e la t io n ­
sh ip  should have come about.
S evera l have c a lle d  a t te n t io n  to  the fa c t  th a t  
th e su b jec t m atter o f  th e two f i e l d s  i s  e s s e n t ia l ly  the
same: "Accountants are d ea lin g  w ith  value f a c t s ,  the
37s t u f f  o f  which economic sc ie n c e  I s  made.”'" L ik ew ise,
37i*30m9 Economic F a l la c ie s  Common Among Cost Ac­
cou n tan ts."  N.A»C.A« B u l le t in . V (1 9 4 2 ), 3*
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"we oan see  now to  be su re , th a t from th e very beginning  
the p r o fe ss io n s  were v ir tu a l ly  in te r e s te d  in  much su b ject
m atter in  common."^ And, "Accounting fo llo w s  and r e g is -
39t e r s  economic e v e n ts ." 77 L i t t le t o n ,  a f t e r  rep resen tin g  
the whole o f  man*s knowledge as a f iv e  segmented p ie ,  
su c c e s s iv e ly  e lim in a te s  l e t t e r s  and a r t s ,  b io lo g ic a l  
s c ie n c e , and p h y s ic a l s c ie n c e , and concludes th a t account­
in g  i s  o r ie n ta te d  most c lo s e ly  to  economics ( s o c ia l  sc ien ce)  
and s t a t i s t i c s  (a b str a c t s c ie n c e ) .^ 0 He concludes th a t  
"the su b ject m atter o f  accounting  i s  in escap ab ly  economic 
and i t s  b a s ic  methodology i s  unquestionably  s t a t i s t i c a l  in  
c h a r a c te r ." ^
At th e same tim e the fa c t  th a t accounting  i s  con­
cerned w ith  on ly  a p art o f  th e s o c ia l  problems o f  economics, 
and th a t i t  d ea ls  w ith  th a t part from a d if fe r e n t  view point 
I s  freq u en tly  exp ressed: "There i s  much economic tru th
o u ts id e  o f  accou n tin g , e s p e c ia l ly  tru th s about man’ s re­
a c t io n s  to  th e changing co n d itio n s  th a t surround him and
3t*canning, £E° c i t »« P« 310*
3 9 m is  V. Manarara, "We Are Dragging Our Anchor -  
The D r if t  From H is to r ic a l  C oat," N.A.C«A« B u l le t in . I H I  
(1 9 4 9 ), 244.
^ A . C. L i t t le t o n ,  S tru ctu re o f  Accounting Theory 
(American Accounting A sso c ia tio n  Ifonograpn No* 5, Ann 
Arbor, M ichigan: American Accounting A sso c ia tio n , 1953 ),
p . 6*
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and about the ch o ices  (v a lu a tio n s)  he makes among a lte r n a ­
t iv e  goods and s e r v i c e s * A l s o ,  "The p o in t o f  view o f  
th e econom ist i s  th a t o f  s o c ie ty ;  th e  p o in t o f  view o f  the  
accountant i s  th a t o f  the in d iv id u a l b u sin ess  u n i t ." ^
Although th e l im ita t io n s  o f  scope and th e d i f f e r ­
ence o f  v iew point o f  accounting i s  s t i l l  o f  some impor­
tan ce tod ay , th ere i s  a danger th a t i t  may be regarded as  
b ein g  more s ig n i f ic a n t  than i t  should be* The accountant 
has broadened h is  I n t e r e s t s ,  and today i s  more l ik e ly  to  
con sid er  th e s o c ia l  im p lic a tio n s  o f  h is  a c t i v i t i e s  than  
he has been in  th e past* At th e same tim e, th e broadening 
o f  econom ics has been p r im arily  in to  th e realm o f  th e  
in d iv id u a l b u sin ess  firm*
I t  i s  from t h i s  c lo s e r  r e la t io n sh ip  o f  economics 
and accoun tin g  th a t problems o f  m isunderstanding and m is- 
communlcation w ith  re sp ect to  concepts o f  c o s t  a r ise*
W hile th e conceptual d if fe r e n c e s  th a t surround such terms 
a s  incom e, v a lu a tio n , and c a p ita l  produce some d i f f i c u l t y ,  
th e d if fe r e n c e s  in  th e accoun tan t9s and the econom ist*s 
con cep tion s o f  co st produce even g re a ter  d if f ic u l t y *  Very 
o fte n  th e  accountant and th e  econom ist f in d  th at th e ir  in ­
v e s t ig a t io n s  are o f  an id e n t ic a l  problem, but they are not
»2 lb ld . . p . 12 .
^ S a l ia r s .  SB ' Sl£.»» P» 296.
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a b le  to  understand or to  a p p rec ia te  the other* s method­
o logy  m erely because they a s s o c ia te  somewhat d if fe r e n t  
phenomena w ith  id e n t ic a l  term s. Concepts o f  c o s t  are  
b a s ic  to  such a n a ly t ic a l  t o o ls  as break-even a n a ly s is  and 
v a r ia b le  c o s t in g  which are used both by econom ists and 
accou n tan ts, but th e tr a n s fe r  o f  Inform ation and the mutual 
a s s is ta n c e  th a t should evo lv e  from such common grounds o f  
econom ics and accounting  are o fte n  impeded by the fa c t  
th a t accountants and econom ists f a i l  to recogn ize  or to  
understand th e o th er*s b a s ic  concepts o f  c o s t .
I t  i s  to  fu r th er  th e p resen t c lo s e r  r e la t io n sh ip  
o f  econom ics and accou n tin g , through f a c i l i t a t i n g  under­
stand ing o f  c o s t  and reducing miscommunication about c o s t ,  
th a t t h is  study o f  s e le c te d  c o s t  concepts i s  undertaken.
I t  I s  now appropriate to  turn to  the co n sid era tio n  
o f  th e accountant*s and th e econom ist*s b a s ic  concept o f  
c o s t .
CHAPTER I I
COST IN ECONOMICS AND ACCOUNTING
"Coat" has p rev io u s ly  been c ite d  as one o f  the  
most e lu s iv e  and one o f  th e most m isunderstood terms th a t  
appears in  econom ics and accou n tin g . T his co n ten tio n  i s  
supported by Matz, Curry, and Frank, who a s s e r t  th a t "An 
a b s tr a c t  d e f in i t io n  o f  c o s t  i s  not s u f f i c ie n t  fo r  an 
understanding o f  the term**;1 by C ole , who cla im s "that 
th ere  i s  no such th in g  as an a b str a c t c o s t ,  a mere cost**; 
and by B ouldlng, who s ta te s  th a t "the ex p ressio n  c o s t  o f  
production  i s  extrem ely ambiguous even in  ordinary speech."^ 
At th e  same time i t  was p o in ted  out th a t both econom ists  
and accountants have attem pted to  c la r i f y  the s p e c i f ic  
meaning o f  c o s t  to  which they are r e fe r r in g  in  any g iven  
s i tu a t io n  by a tta c h in g  an appropriate m o d ifier  or modi­
f i e r s  to  th e word c o s t .
^Adolph Mats, O thel J . Curry and George W. Frank, 
C©l£ Accounting—Managementf a O perational Tool fo r  Planning. 
C ontrol and A n a lysis  (Third E d it io n ! C h ic a g o :  South­
w estern  P u b lish in g  c o . , 1962 ), p. 23*
^ f l l l ia m  M. C ole, •T h eories o f  C ost,"  The Account­
in g  Review, n  (1 9 3 6 ), 9 .
3Kenneth E. Bould ing ,  Economic A n a ly s i s  (New York: 
H arper  and B r o th e r s ,  1941)* p . 418*
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N e v e r th e l e s s ,  c o s t  In  i t s  unm odified  form, o r  i n  
t h e  g e n e r i c  s e n s e ,  ap p e a rs  q u i t e  f r e q u e n t l y  i n  th e  l i t e r a ­
t u r e  o f  economics and a c c o u n t in g ,  and th e  concep t  o f  c o s t  
p l a y s  a fundam enta l  p a r t  i n  th e  a n a l y s i s  o f  both  a c c o u n t in g  
and economics. I t  i s  e s s e n t i a l ,  t h e r e f o r e ,  to  g iv e  some 
c o n s i d e r a t i o n  to  th e  v a r io u s  a s p e c t s  o f  c o s t  a s  i t  ap p e a rs  
unm odified  i n  economics and a c c o u n t in g  p r i o r  t o  t u r n i n g  
t o  a c o n s i d e r a t i o n  o f  c e r t a i n  o f  th e  s p e c i a l i z e d  (modi­
f i e d )  co n c ep ts  o f  c o s t  a p p e a r in g  i n  economics and ac co u n t­
in g .
As might be e x p e c ted ,  c o s t ,  l i k e  income, c a p i t a l ,  
v a l u a t i o n ,  and o t h e r  con cep ts  used  j o i n t l y  i n  a c c o u n t in g  
and economics,  does no t  r e p r e s e n t  an  i d e n t i c a l  concep t  to  
bo th  econom is ts  and a c c o u n ta n t s .  F u r th e rm o re ,  c o s t  has  
no t  en joyed  a s i n g l e  meaning w i th in  each o f  th e  two f i e l d s .  
C onsequen t ly ,  th e  v a r io u s  a s p e c t s  o f  c o s t  a s  they  a p p e a r  
i n  economics a r e  f i r s t  examined. T h i s  i s  fo l low ed  by a 
c o n s i d e r a t i o n  o f  th e  n a tu r e  o f  c o s t  a s  I t  i s  viewed and 
used  by a c c o u n ta n t s .  F i n a l l y ,  a f t e r  hav in g  viewed th e  
co n c ep ts  o f  c o s t  a s  th ey  a p p e a r  s e p a r a t e l y  i n  economics 
and a c c o u n t in g ,  th e  s i m i l a r i t i e s  a s  w e l l  a s  t h e  d i f f e r ­
ences  o f  c o s t  a s  viewed by th e  economist  and by th e  a c ­
co u n ta n t  a r e  c o n s id e re d  i n  o r d e r  t h a t  t h e  s i m i l a r i t i e s  
and th e  d i s s i m i l a r i t i e s  may become more a p p a r e n t .
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I .  COST IN ECONOMICS
"The in t e r e s t  o f  economic t h e o r is t s  in  c o s t  has 
u n t i l  recen t years been la r g e ly  confined  to  th e r e la t io n ­
sh ip  o f  c o s t  o f  production  to  com p etitive  p r i c e , a n d  
th e q u estion  o f  what fo r c e s  a c t  in  the d eterm ination  o f  
p r ic e  has lon g  been a m atter o f  primary I n te r e s t  to  the  
econom ist. In  f a c t ,  "Economics i s  sometimes d efin ed  as
th e sc ie n c e  which t r e a t s  phenomena from the stan d poin t o f
5
p r ic e ."  Thus, the concept o f  c o s t  i s  tr u ly  fundamental 
in  economic a n a ly s is .  One au th or, J . M. C lark, has gone
so fa r  as to  say th a t the backbone o f  economic sc ie n c e  i s
6the balancing o f  va lue and c o s t .  With t h is  u ltim a te  ob­
j e c t iv e  o f  understanding and ex p la in in g  th e r o le  o f  c o s t  
in  th e determ in ation  o f  p r ic e , econom ists have evolved  
e la b o ra te  th e o r ie s  o f  c o s t  in  which they have sought to  
d isc o v er  th e  "true" nature o f  c o s t  a s  w e ll  a s to under­
stand how c o s t  op erates as a p r ic e  determ inant.
In  popular usage c o s ts  have always been viewed  
as b ein g  pecuniary in  n ature. "The sums which the en tre­
preneur g iv e s  up in  order to  o b ta in  the resou rces needed
W in er , ££ . o l t . . p . 467.
^C. E. Cox, "What I s  Coat?" The Accounting Review.
V (1 9 3 0 ), 266.
^Clark, £ £ . p i t . . p . 17.
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In  h is  b u sin ess  are Indeed c o s ts  from h is  p o in t o f  v iew ." '  
They c o n s is t  o f  payments which must be made fo r  the  
variou s e s s e n t ia l s  o f  production  a s  m a ter ia ls  and la b o r . 
E conom ists, w h ile  they have not denied th e v a l id i t y  o f  
pecuniary c o s t ,  have tr ie d  to ex p la in  such o u tla y s  in  
terms o f  more fundamental fa c to r s . For the theory o f  
v a lu e , econom ists have found th a t I t  I s  n ecessary  to  seek  
some u ltim a te  "real"  or "physical"  c o s ts  underlying th ese  
monetary o u t la y s . S ince I t  I s  the purpose o f  va lu e  theory  
to  ex p la in  what f ix e s  th e p r ic e s  o f  com m odities, l i t t l e  I s  
accom plished in  the way o f  exp lan ation  to  say th a t p r ic e s  
depend In some way upon c o s ts  I f  th ose  c o s t s ,  upon fu rth er  
exam ination , are found to  c o n s is t  on ly  o f  p r ic e s  them-
g
s e lv e s .  S im ila r ly , in  th ose elem entary In sta n ces where 
a man, owning h is  own agen ts o f  p rod uction , produces a 
product fash ion ed  by h is  own hands and p la c e s  i t  in  the  
hands o f  the u ltim a te  consumer, i t  i s  necessary  to  seek  
c o s t  In  th e form o f  something more b a s ic  than th e monetary 
o u tla y s . In  t h i s  case the man would not have spent a cent 
In  producing th e  commodity fo r  th e consumer, but no econo­
m ist would agree th a t th ere  has been no lncurrenoe o f  c o s t .
?A. E. Monroe, "Cost and I t s  R ela tion  to  V alue,"  
The Q uarterly Journal o f  Econom ics. ILII (1 9 2 6 ), 531*
^Raymond T. Bye, "The Mature and Fundamental E le­
ments o f  C o sts ,"  The Q uarterly Journal o f  Economics. XLI 
(1 9 2 7 ), 30.
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As a r e s u l t ,  th e  concept o f  c o s t  a s  form ulated  in  eco­
nomics has In volved  a c o n s id e r a tio n  o f  th e  non-monetary 
as w e l l  a s  the monetary a sp e c ts  o f  c o s t .
A ll  o f  th e f a c e t s  o f  c o s t  as viewed by th e econo­
m ist can be summed up In th e  s in g le  word s a c r i f i c e ,  s in c e  
some s a o r l f lc e  must be made I f  p rod u ction  I s  to  take  
p la c e . "The e sse n c e  o f  c o s t  I s  s a c r i f i c e  in cu rred  in
Q
ord er th a t economic u t i l i t i e s  may be c r ea ted ."  The 
k in d s o f  s a c r i f i c e s  th a t g iv e  r i s e  to  c o s t  In  th e economic 
sen se  In c lu d e: (1 ) th e p h y s ic a l o r  m ental s a c r i f i c e ,  or
d i s u t i l i t y ,  o f  p a in fu l la b o r , Irksome w a it in g , and r is k -  
ta k in g ; (2 )  th e s a c r i f i c e  o f  u t i l i t y  or a lt e r n a t iv e  op­
p o r tu n ity  which occurs when a d e c is io n  I s  made to  take a 
g iv en  course o f  a c t io n  ra th er  than an a v a ila b le  a lte r n a ­
t iv e  a c t io n ;  and ( 3 ) the s a c r i f i c e  o f  va lu e  In th e form 
o f  money or some o th e r  p rop erty . These are con sid ered  in  
tu rn .
P h y s ic a l *nd M ental S a c r i f ic e
When view ed as p h y s ic a l o r  m ental s a o r l f l c e ,  c o s t  
c o n s is t s  o f  some a c t io n  or some procedure which In  I t s e l f  
In v o lv e s  a d iscom fort o r  d i s u t i l i t y .  In  t h i s  sen se  the  
c o s t  o f  producing a commodity in c lu d e s  "the e x e r t io n s  o f
9Lcwls H. Haney, "Opportunity C ost."  The American 
Economic Review. I I  (1 9 1 2 ), 597.
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a l l  th e d if fe r e n t  k inds o f  lab or  th a t are d ir e c t ly  or in ­
d ir e c t ly  in vo lved  in  making i t ;  to g e th e r  w ith th e a b s t i ­
nences or ra th er  the w a itin g s  required  fo r  saving th e  
c a p ita l  used in  making i t . w^  In  a d d it io n , c o s t  o f  pro­
d u ction  in c lu d e s  the mental a n x ie ty  and the d iscom fort 
o f  the r isk -ta k in g  th a t must be assumed by the en tre­
p r e n e u r .^  In  econom ics, th ese  k inds o f  c o s t  have been  
popularly  re ferred  to  as th e "real" c o s t  o f  production  
s in c e  they are id e n t i f ie d  w ithout re feren ce  to  monetary 
o u tla y s .
T r a d it io n a lly , the econom ist has grouped th ose  
th in g s  th a t are required  fo r  producing a commodity in to  a 
somewhat fu n c tio n a l c la s s i f i c a t io n  o f  production  which he 
r e fe r s  to  as th e fa c to r s  o f  p rod uction . These Include  
lan d , la b o r , c a p i t a l ,  and th e en trepreneur, and each has 
been tr e a te d  in  terms o f p h y s ic a l and m ental s a c r i f i c e .
The d i s u t i l i t y  or p ain  c o s t  a sso c ia te d  w ith  lab or  
i s  th e most obvious and was the f i r s t  to  re c e iv e  th e  
a tte n t io n  o f  econ om ists. For th e most p a r t, th e ea r ly  
c la s s i c a l  econom ists viewed th e c o s t  o f  a commodity as
^ A lfr e d  M arshall, P r in c ip le s  o f  Economics— An 
In trod u ctory  Volume (E ighth k d it io n ;  london: HacMlTTan
and Company, L td ., 1 9 2 0 ) ,  p . 33$.
^ F .  M. T ay lor , P r in c ip le s  o f  Eoonomlcs (Ann 
Arbors U n iv ers ity  o f  M ichigan, l y l l ) ,  p* 48*
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being baaed upon the q u an tity  o f lab or  required to  produce
12i t  a t  th e margin o f  c u lt iv a t io n .  Hours o f  la b o r  or  
amounts o f  lab or  p ain  were b e lie v e d  to  be capable o f  ex­
p r e ss io n  in  monetary term s, and th e d if fe r e n c e s  In th e  
p r ic e s  o f  com modities were b e lie v e d  sim ply to  r e f l e c t  the  
d if fe r e n t  amounts o f  lab or  required  to  produce them.
The d i s u t i l i t y  a s so c ia te d  w ith supp lying c a p ita l  
i s  g e n e r a lly  form ulated In terms o f  ab stin en oe or w a itin g . 
S en ior f i r s t  c a lle d  a t te n t io n  to the fa c t  th a t th e  sav in gs  
o f  c a p i t a l i s t s ,  a ls o  e s s e n t ia l  to  p rod u ction , had to  be 
paid  fo r  as w e ll  a s th e e f f o r t s  o f  l a b o r .^  Although th e  
man who fu rn ish e s  c a p ita l  d o u b tless  g e ts  back the f u l l  
eq u iv a len t o f  what he in v e s t s ,  he must in cu r the s a c r i­
f i c e ,  or th e d i s u t i l i t y ,  o f  w a itin g  which in v o lv e s  a 
p eriod  o f  a b stin e n c e . M ill chose to  dem onstrate th a t the  
w a itin g s  o f  th e c a p i t a l i s t  were Indeed an economic c o st  
by con vertin g  the c o s t  o f  c a p ita l  to  a la b o r  c o s t  on the  
grounds th a t payment fo r  c a p ita l  was payment fo r  th e o ld  
lab or which had earned the c a p i t a l* ^
The fu n c tio n  o f  the entrepreneur i s  to  assume the  
r e s p o n s ib i l i ty  fo r  th e p rocess o f  p rod uction . In  most
l 2 Bye, c i t . . p . 31- 
13I b ld .
l^ V ln .r , £ £ . , p. 466.
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in sta n c e s  the entrepreneur i s  not a b le  to  induce o th ers  
to  supply c a p ita l  u n le ss  he has property which can be 
pledged to  in su re  th e o u ts id e  c a p i t a l i s t s  a g a in st  l o s s .
In  so doing th e  entrepreneur assumes the r isk  o f  lo s in g  
h is  property in  whole or in  p a r t , and th e mental a n x ie t ie s  
and s t r e s s  th a t he must bear are a c o s t  o f  p rod u ction .
The c la s s i c a l  econom ists b e lie v e d  th a t laud ren ts  
played no p art in  th e f ix in g  o f  v a lu es  because the l a t t e r  
were f ix e d  a t th e margin where ren ts  did not a p p e a r .^
But when land i s  wanted and the q u an tity  o f  i t  i s  scarce  
in  r e la t io n  to  the need fo r  i t ,  land does have value l ik e  
anyth ing e l s e  th a t i s  scarce and w i l l  s a t i s f y  w ants.
When land has such v a lu e , the owning o f  I t  means the fo r e ­
going o f  some immediate p resen t form o f  w ealth  and the  
assum ption o f  th e  r is k  th a t th e  va lu e o f  th e land may de­
c l in e .  C onsequently, owning the land In v o lv es  th e d isu ­
t i l i t i e s  which a tta ch  to  c a p ita l ,  th a t i s  w a itin g , and 
r i s k - t a k in g .^
The p h y s ic a l and m ental c o s ts  a s so c ia te d  w ith  the  
production  o f  a commodity, th en . In clu d e: (1 ) the pain
or Irksom eness o f  la b o r , (2 ) the ab stin en ce  a sso c ia te d  
w ith th e w a itin g  o f  c a p ita l  and lan d , and (3 ) the
^ B y e , £ £ . 2 i £ . , p . 31. 
l^ T ay lor , o£ . c i t . ,  p . 43*
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p sy c h o lo g ic a l burdens o f  a n x ie ty  and worry a s so e la te d  
w ith th e r isk -b ea r in g  th a t must be assumed by th e  en tre­
preneur and the owner o f  lan d . Though th e  d i s u t i l i t y  
theory o f  va lue as s e t  fo r th  by th e c la s s i c a l  econom ists  
has been con v in cin g ly  d isc r e d ite d , th e concept o f c o s t  in  
econom ics con tin u es to  be a s so c ia te d  w ith such p h y s ic a l  
and m ental fa c to r s  a s  lab or p a in , ab stin en ce and r is k -  
ta k in g .
U t i l i t y  and Opportunity S a c r if ic e
In  econom ics a th in g  p o s se s s e s  u t i l i t y  i f  i t  i s
capable o f  b rin g in g  s a t i s f a c t io n .  Cost In the sen se o f
th e s a c r i f ic e  o f  u t i l i t y  i s  "a s a c r i f ic e  which c o n s is t s
17o f  re lin q u ish in g  one u t i l i t y  to  ga in  an oth er."  ' In  
modern economic theory the c o s t  a s so c ia te d  w ith s a c r i­
f ic in g  one u t i l i t y  to  ga in  another i s  most popu larly  
form ulated In terms o f  the s a c r i f ic in g  o f  a l t e r n a t iv e s .  
Robbins sa y s: "The concept o f  c o s ts  in  modern economic
theory i s  a con ception  o f  d isp la ced  a lte r n a t iv e s :  the
c o s t  o f  ob ta in in g  anything Is  what must be surrendered in
18order to  g e t i t . "  Thus, th e supplying o f  any one o f  
th e fa c to r s  o f  production  In v o lv es  a u t i l i t y  or  l o s t
^ i b i d . . p . 44*
^ L io n e l  Robbins, "Remarks Upon C erta in  A spects o f  
th e Theory o f  C o sts ,"  The Economic Jou rn a l. XLIV (1 9 3 4 ), 2.
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o p p o r tu n i ty  c o s t  s in c e  any one o f  them might have been 
p u t  to  d i f f e r e n t  u s e s ,  and th e  c o s t  i n  t h e i r  p r e s e n t  use 
i s  r e p r e s e n te d  by th e  u t i l i t y  t h a t  would have been c r e a te d  
o r  th e  o p p o r tu n i ty  t h a t  would not  have been fo regone i n  
any o f  t h e  o t h e r  u s e s .
Monetary S a c r i f i c e
P h y s ic a l  and m en ta l  s a c r i f i c e s  a s  w e l l  as  th e  
s a c r i f i c e  o f  u t i l i t y  o r  o p p o r tu n i ty  a r e  conceived o f  a s  
s a c r i f i c e s  made by p e rso n s  a c t u a l l y  t a k i n g  p a r t  i n  th e  
p ro c e s s  o f  p r o d u c t io n .  These a r e  o f t e n  r e f e r r e d  t o  a s  
r e a l  c o s t s  o r  simply c o s t s ,  s in c e  no monetary o u t l a y s  a r e  
r e q u i r e d  f o r  t h e  e x i s t e n c e  o f  th e  c o 3 t .  Since th e  ren ­
d e r in g  o f  t h e  same s e r v i c e  o r  t h e  s a c r i f i c e  o f  th e  same 
u t i l i t y  may i n f l i c t  g r e a t e r  p a in  upon one p e r so n  th a n  the  
o t h e r ,  c o s t  i n  t h e  sense  o f  p h y s i c a l  and m enta l  s a c r i f i c e  
and c o s t  i n  the  sense  o f  u t i l i t y  and o p p o r tu n i ty  s a c r i f i c e  
a r e  s u b j e c t i v e  i n  n a tu re  and e x i s t  w i th o u t  e x p re s s io n  i n  
q u a n t i t a t i v e  te rm s .
The compensation t h a t  must be p a id  f o r  such s a c r i ­
f i c e s ,  however, can be ex p ressed  i n  te rm s o f  money o r  
o t h e r  p r o p e r ty  t h a t  must be g iv en  up i n  o r d e r  to  c a r ry  on 
t h e  p ro c e s s  o f  p ro d u c t io n .  Cost i n  th e  sense  o f  a mone­
t a r y  s a c r i f i c e  i s  t h e  t h i r d  sense  i n  which th e  economist 
views c o s t .  "The sums o f  money t h a t  have to  be p a id  f o r
34
th ese  e f f o r t s  and s a c r i f i c e s  w i l l  be c a lle d  e i th e r  I t s
money c o s t  o f  p rod uction , o r , fo r  sh o r tn e ss , I t s  expenses
19o f  p ro d u c tio n ,** 7 The amounts o f  th ese  payments, however, 
do not n e c e s sa r ily  correspond to  the r e a l c o s t  o f  pro* 
duotlon  s in c e  In the sh ort run such payments are more a 
r e f le c t io n  o f  the r e la t iv e  s c a r c ity  or abundance o f  the  
fa c to r s  In r e la t io n  to  the demand fo r  them. While Marshall 
and o th ers attem pted to  preserve t h i s  d is t in c t io n  by r e fe r ­
rin g  to  the r e a l c o s ts  o f  production  as c o s ts  and the pe­
cuniary o u tla y s  fo r  production  as exp en ses, the word co st  
I s  g e n e r a lly  a p p lied  to  each In th e contemporary l i t e r a ­
ture o f  econom ics.
As viewed by the econom ist, money c o s ts  "must be 
In terp re ted  so as to  make money c o s ts  Include any sum 
which th e entrepreneur a llo w s h im se lf  fo r  fa c to r s  or
s e r v ic e s  which he might have bought but which, in  f a c t ,
20he h im se lf  s u p p l ie s .n Thus, I f  the entrepreneur h im se lf  
performs a s e r v ic e  In the b u s in e ss , the compensation fo r  
h is  s e r v ic e s  should be included  In th e money c o s ts  o f  
production  even though no o u tla y  i s  req u ired . L ikew ise,
I f  he has c a p ita l  in v ested  in  the b u s in e ss , the I n te r e s t
^ M a r sh a ll, op. c l t . ,  p . 399.
2£>T aylor, o£ . o i t . . p . 50.
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c o s t ,  though not paid  to  o u ts id e r s , should be in clud ed  in  
th e money c o s ts  o f  p rod uction .
While th e p r e c ise n e ss  w ith which the monetary 
o u t la y s , made to  bring fo r th  the n ecessary  fa c to r s  o f  
p rod u ction , rep resen t the r e a l s a c r i f ic e s  o f  production  
i s  su b jec t to  some d iffe r e n c e  o f  o p in io n , money c o s ts  have 
assumed a g r e a te r  s ig n if ic a n c e  in  economic sc ie n c e  than  
r e a l c o s ts  s in c e  they are th e only  c o s ts  th a t can be quan­
t i t a t i v e l y  expressed  in  term s o f  a common denominator. 
W hile a knowledge o f  th e p h y s ic a l and the m ental a sp ec ts  
o f  c o s t  i s  im portant, " i t  i s  p la in  th a t we can g e t such 
knowledge on ly  by assuming th a t the ex ten t o f  th e s a c r i­
f i c e  I s  expressed  In th e  money p r ic e s  which we have to
21pay to  g e t  men to  undergo such s a c r i f i c e . n
I I .  COST IN ACCOUNTING
From i t s  e a r l i e s t  b eg in n in g s, th e determ ination  o f  
n et income has been a c e n tr a l o b je c t iv e  o f  th e accounting  
p r o c e ss . W hile th e  methods o f  th e accounting determ i­
n ation  o f  Income have undergone s ig n i f ic a n t  changes s in c e  
P a c lo lo f s s t r e s s  on a record o f  r e c e ip ts  and d isb u rse­
ments and the r e la te d  d eterm ination  o f  ex c ess  r e c e ip ts  
over  disbursem ents fo r  a g iven  b u sin ess  ven tu re , s t i l l ,
21Ib id
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"the purpose o f  accounting i s  stro n g ly  o r ien ta ted  to
e f f o r t s  in  th e en terp r ise  to  produce in co m e," ^  and the
c e n tr a l o b je c t iv e  o f  the accounting  p ro cess  i s  to  measure 
23t h i s  income.
There have been p er io d s in  th e development o f  ac­
counting in  which the balance sh eet was b e liev ed  to  be 
more u s e fu l  than the income statem ent to  th e u sers o f  
f in a n c ia l  sta tem en ts who wished to  reach an Informed judg­
ment o f  th e su ccess  o f  a b u sin ess  e n te r p r ise . The methods 
o f  contemporary accou n tin g , however, p o in t toward a more 
accu rate  d eterm ination  o f  n et Income, in  seme In sta n ces  
a t  the expense o f  th e ap p rop riaten ess o f  the re la ted  
e f f e c t  on the balance sh e e t , in  accordance w ith the view  
th a t an informed estim ate  o f  earning p o te n t ia l  ra th er  than 
a view o f  balance sh eet v a lu es  i s  a more s ig n if ic a n t  guide 
to  u sers  o f  the f in a n c ia l  s ta te m e n ts .^  This view i s
2%#, a . Paton and A. C. L i t t le t o n ,  An In trod u ction  
to  Corporate Accounting Standards ( American"Tccounting 
A sso c ia tio n  Monograph no. 3 . Columbus: American Account­
in g  A sso c ia t io n , I9 6 0 ) , p . 24*
^ L i t t l e t o n ,  S tru ctu re o f  Accounting Theory, p . 30.
^*The widespread use o f  LIFO in ven tory  procedures 
i s  perhaps th e b e s t  example o f  the attem pt on the part o f  
accountants to  provide a b e t te r  rep resen ta tio n  o f  net 
income which may lead  to  an adverse e f f e c t  on the balance  
sh e e t . Thus, t h i s  procedure, w h ile  provid in g  a matching 
o f  "more" current c o s t s  w ith  current reven ues, may lea d  to  
a corresponding understatem ent o f  Inventory on th e balance  
sh e e t .
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expressed  by L i t t le t o n ,  who concludes th a t i t  "seems 
probable th a t th e idea  o f  income i s  more fundamental in
accounting  than the idea o f  c a p ita l ,  o f  a s s e t s ,  or o f
25f in a n c ia l  statem ents*" L it t le t o n  s t a t e s  fu r th er  th a t:
The c e n tr a l purpose o f  accoun tin g  i s  to  make 
p o ss ib le  the p e r io d ic  matching o f  c o s ts  ( e f f o r t s )  
and revenues vaccom plishm entsj. This concept i s  
the nucleus o f  accounting th eo ry , and a bench 
mark th a t a ffo r d s  a f ix e d  p o in t o f  re feren ce  fo r  
accounting  d is c u s s io n s .*6
The purpose h ere , however, i s  to  e s ta b lis h  the  
fa c t  th a t th e id ea  o f  net income i s  a t  l e a s t  a fundamental 
a sp ect o f  the e n tir e  accounting  procedure, and not to  
e s ta b l is h  th e fa c t  th a t i t  i s  n e c e s sa r ily  th e most funda­
m ental a sp ect o f  the accounting p r o c e ss . And w ith the  
view th a t n et Income i s  a t  l e a s t  fundamental in  the  
p rocess o f  accounting  and, con seq u en tly , a m atter o f  v i t a l  
in t e r e s t  to  th e accountant, th ere  can be no q uarrel. 
F urther, having recogn ised  the importance o f  th e determ i­
n ation  o f  net Income in  accou n tin g , i t  fo llo w s  th a t the  
concept o f  c o s t  in  accounting l i e s  a t  th e foundation  o f  
accounting  a n a ly s is  s in c e , "while net Income i s  Important 
fo r  i t s  own sak e, i t s  u nderly ing  c o n s t itu e n t  elem ents are
^ L i t t l e t o n ,  S tru ctu re o f  Accounting Theory, p . 20. 
26I b id . . p . 3 0 .
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more Important s t i l l  s in c e  net Income can be what I t  I s
27only because o f  what c o s ts  and revenues are.**
In  a d d itio n  to  th e v i t a l  r o le  th a t the concept o f  
c o s t  p la y s  In the determ ination  o f  accounting net income, 
c o s t  p rov id es the accounting b a s is  o f  v a lu a tio n  fo r  the  
m ajority  o f  the balance sh eet Item s. Though th ere has 
been much recen t concern as to  whether or  not th e "cost 
b a sis"  p rovid es an adequate rep resen ta tio n  o f  th e fin a n ­
c i a l  co n d itio n  o f  a b u sin ess  o rg a n iza tio n  a t  a g iven  
d a te , the concept o f  c o s t  in  accounting con tin u es to  
provide the b a s is  upon whiah the m ajority  o f  the balance  
sh eet item s are reported .
With the u ltim a te  o b je c t iv e s  o f  Income determ i­
n a tio n  and o f  the accounting b a s is  fo r  the rep ortin g  o f  
th e  m ajority  o f  a s s e t  Item s, accountants have form ulated  
d e f in it io n s  o f  co st which accommodate each o f th ese  u l t i ­
mate u se s . The Committee on Terminology o f  the American 
I n s t i t u t e  o f  C e r t if ie d  P u blic  A ccountants, which serves  
a s  the o f f l o l a l  spokesman fo r  p r a c t ic in g  CPAs, d e fin es  
coat as fo l lo w s 1 "Cost I s  the amount, measured in  money, 
o f  cash expended or o th er  property tr a n sfe rre d , c a p ita l
g7 lb ld . . p. 22.
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sto ck  I s su e d , s e r v ic e s  perform ed, or a l i a b i l i t y  In cu rred ,
in  c o n s id e r a tio n  o f  goods or s e r v ic e s  reo e lv ed  or to  be 
28r e o e lv e d ."  S im ila r ly , "Cost i s  a fo r e g o in g , measured
in  monetary term s, in cu rred  o r  p o t e n t ia l ly  to  be in curred
29to  a ch iev e  a s p e c i f i c  o b je c t iv e ."  According to  K ohler
in  h i s  D ic tio n a ry  fo r  A ccoun tan ts, c o s t  i s :
An exp en d iture or  o u tla y  o f  ca sh , o th er  p ro p erty , 
c a p ita l  s to c k , or  s e r v lo e s  or th e  in cu rr in g  o f  a 
l i a b i l i t y  th e r e fo r , id e n t i f ie d  w ith  goods o r  
s e r v ic e s  purchased or w ith  any l o s s  Incu rred , and 
measured in  terms o f  th e amount o f  cash p aid  o r  
payable o r  th e  market va lu e o f  th e  o th er  p ro p erty , 
c a p it a l  sto ck  o r  s e r v lo e s  g iv en  in  exchan ge.30
In  more recen t l i t e r a t u r e ,  c o s t  has been d efin ed
as "a fo r e g o in g , a s a c r i f i c e  made to  secu re b e n e f i t s ,  and
i s  measured by an exchange p r ic e .
From th e se  r e p r e se n ta tiv e  d e f in i t io n s  o f  c o s t  a s
th e  term i s  used in  a cco u n tin g , c e r ta in  c h a r a c te r is t ic s
9ft“'’American I n s t i t u t e  o f  C e r t if ie d  P u b lic  Account­
a n ts ,  Committee on T erm inology, C oat. Expense and Loss 
(A ccounting Terminology B u lle t in  No. 4 . New York: Amerl
can I n s t i t u t e  o f  C e r t if ie d  P u b lic  A ccountants, 1 9 5 7 ), p .
^A m erican A ccounting A ss o c ia t io n , Committee on 
Cost Concepts and Standards, o p . c l t . . p . 174*
3°K rlc L. K ohler, A D ictio n a ry  fo r  A ccountants  
(Second E d it io n ; Englewood C l i f f s ,  N. 7 7 ?  P r e n t io e -H a ll, 
I n c . ,  1 9 5 7 ), p . 140.
^ R o b ert T. Sprouse and Maurice M oonits, £  T enta-
 ' sL  E fo id  A ccounting P r inc ip le s  fo r  B u sin ess
E nterprises  (A ccounting Research Study No. 3 . Hew Torkj 





may bo noted  th a t en te r  In to  th e oonoept o f  c o st  a s  used  
in  a cco u n tin g . These In clud e the n o tion  o f  s a c r i f i c e ,  th e  
requirem ent o f  measurement, and th e  r e la te d  ex p ressio n  o f  
t h i s  measurement In  monetary term s.
S a c r i f ic e  -----
The concept o f  c o s t  In accou n tin g  a s  in  econom ics 
In c lu d es  th e b a s ic  Idea o f  s a c r i f i c e .  In  th e  accou n tin g  
con cep tion  o f  c o s t ,  t h i s  n o tio n  I s  exp ressed  In such words 
or p hrases a s  expended, tr a n s fe r r e d , is s u e d , s e r v ic e s  
perform ed, l i a b i l i t y  In cu rred , fo r e g o in g , l o s s  Incu rred , 
and th e  word s a c r i f i c e  i t s e l f  which occur In  th e above 
r e p r e se n ta t iv e  d e f in i t io n s  o f  th e concept o f  c o s t  a s  i t  
appears In a cco u n tin g . The nature o f  th e th in g s  th a t are  
s a c r if ic e d  In c lu d e: cash , o th e r  p ro p erty , c a p ita l  s to c k ,
s e r v ic e s ,  o r  th e  Incurrence o f  an o b l ig a t io n  which i s  th e  
s a c r i f i c e  o f  fu tu re  cash , p ro p erty , stock  o r  s e r v ic e s .
Measurement
Each o f  th e r e p r e se n ta t iv e  d e f in i t io n s  o f  c o s t  a s  
used In  accou n tin g  I n d ic a te s  th e n e c e s s ity  o f  c o s t  meas­
urement fo r  accou n tin g  purposes. F u rth er , both th e ac­
cou n ting  ex p re ss io n  o f  n et income and th e  statem ent o f  
b alance sh e e t v a lu es  req u ire  th a t accou n tin g  c o s t s  be 
measured and exp ressed  in  term s o f  th e  monetary u n it .
Thus, I t  I s  th e d o l la r  th a t  ser v es  as th e common
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denom inator which t i e s  to g e th e r  th e  v a s t  number o f  h e te ro ­
geneous tr a n sa o tlo n a  en tered  in to  by a b u s in ess  e n t i t y  
in to  a s in g le  e x p r e ss io n  o f  n e t lnoome and b alance sh ee t  
item s* Not on ly  i s  th e  requirem ent o f  measurement essen»» 
t l a l  to  th e a cc o u n ta n t's  concept o f  c o s t ,  but th e  fu r th e r  
requirem ent th a t th e  magnitude o f  such c o s t s  be capable  
o f  o b je o t lv e  d eterm in ation  i s  ad jacen t to  th e  r e c o g n it io n  
o f  c o s t s  by acoountants*
When a tr a n sa c t io n  in v o lv e s  th e exp en d iture o f  
ca sh , and th e bargained p r ic e  i s  th e  r e s u l t  o f  th e "sim ul­
taneous a c t io n  o f  two Independent p a r t ie s  m otivated  by
32s e l f  i n t e r e s t ," '  th e  measurement o f  c o s t  i s  r e a d ily  made 
in  term s o f  th e  bargained p r ic e .  In  th o se  In sta n ces  
where cash i s  not g iv en  or  where th e tr a n sa c t io n  i s  not 
th e  r e s u lt  o f  a rm 's-len g th  b arga in in g  between gen u in e ly  
Independent p a r t ie s ,  th e measurement o f  c o s t  I s  more 
d i f f i c u l t  to  a s c e r ta in . In  th ese  c a se s  accou n tan ts have 
turned to  such m easures a s  market p r ic e s  or  a p p r a isa l  
v a lu es  in  t h e ir  attem pt to  d er iv e  an o b je c t iv e  measure­
ment o f  th e  c o s t  In vo lved . At th e same tim e, however, 
th e  requirem ent o f  o b je c t iv e  measurement has caused ac­
countants to  be r e lu c ta n t  to  in c lu d e  as c o s t  such item s  
as th e  wages th a t th e  owner cou ld  earn In  a lt e r n a t iv e
32paton *nd L i t t l e t o n ,  op . o i t . . p . 26.
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employment or the in te r e s t  th a t could be earned i f  the  
c a p ita l  employed in  th e b u sin ess  were in v ested  in  an 
a lte r n a t iv e  op p ortu n ity . In  any c a se , however, the ac­
countant i s  com pelled to  seek and to  e s ta b l is h  an expres­
s io n  o f  the c o s t  Inherent in  a tr a n sa c t io n  in  monetary 
term s.
Monetary E xpression
C lo se ly  r e la te d  to  the c h a r a c te r is t ic  o f  measure­
ment i s  the requirem ent th a t accounting  c o s t  be capable  
o f  ex p ression  in  monetary term s. W hile th ere  are many 
fa c to r s  th a t a f f e c t  th e economic w e ll-b e in g  o f  a b u sin ess  
o rg a n iza tio n — fo r  example, the c a p a b ility  o f  the f ir m 's  
management— th e accounting p rocess i s  confined  to  th ose  
m atters which are capable o f  ex p ressio n  in  monetary term s, 
and on ly  th ose c o s ts  th a t are capable o f  such ex p ression  
are included  In  th e accounting  concept o f  c o s t .  In  recen t  
years th ere  has been growing concern as to  th e s u i t a b i l i t y  
o f  the d o lla r  as the b a s is  o f  accounting measurement.
U nlike o th er  u n its  o f  measure as th e to n , in ch , or  pound, 
th e d o lla r  has not represen ted  th e same amount o f  pur­
chasing power a t  d if fe r e n t  p er iod s o f  tim e, and the  
a b i l i t y  o f  many firm s to  e x i s t  in d e f in i t e ly  has led  to  a 
q u estion ab le  m ixture o f  " d iffe ren t"  d o lla r s  in  the aooounts. 
While t h is  problem has produced much d isc u ss io n  and has
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r e su lte d  in  some ra th er  e la b o ra te  methods o f  a d ju stin g  
th e " d iffe r e n t*  kinds o f  d o lla r s  to  a s in g le  base In 
order to  re s to r e  the com parability  o f  aooountlng d ata , 
th e r e s u lt  I s  s t i l l  an ex p ressio n  in  terms o f  money.
Thus, w h ile  th e r e s u lt s  o f  th ese  I n v e s t ig a t io n s  may even­
tu a l ly  lead  to  the p er io d ic  adjustm ent o f  I n i t i a l l y  
recorded c o s t  f ig u r e s ,  I t  I s  u n lik e ly  th a t the ch aracter­
i s t i c  o f  th e monetary ex p ressio n  o f  c o s t  In accounting  
w i l l  be d istu rb ed .
I I I .  COMPARISON OF THE ECONOMIC 
AND ACCOUNTING CONCEPTS CF COST
Having considered  th e b a s ic  concept o f  c o st  In  
economics and c o st  In  accou n tin g , I t  I s  now p o s s ib le  to  
review  th e two sim u ltaneously  and, In t h is  manner, to  
d isco v er  th e  s im i la r i t i e s  a s  w e ll  as the d if fe r e n c e s  th a t  
e x is t  In th e concept a s  form ulated In economics and ac­
cou n ting .
Economic c o s t  has been d escrib ed  In  terms o f  th ree  
somewhat d if f e r e n t  se n se s . These were: (1) as p h y s ic a l
pain  or p sy ch o lo g ic a l d iscom fort; ( 2 ) a s  the s a c r i f ic e  o f  
u t i l i t y  or opportu n ity ; and ( 3 ) a s r e le a s e s  o f  v a lu e , p r i­
m arily  money. These d if fe r e n t  sen ses  o f  c o s t  In economics 
are c le a r ly  s e t  fo r th  by V iner, who d e fin e s  c o s t  In  eco­
nomics a s  "the surrender or  d estru c tio n  o f  value or th e
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performance o f  some irksome a c t iv i t y  as a means to  th e
production  o f  com m odities o r  th e  a c q u is i t io n  o f  income.
V lner fu r th e r  s t a t e s  th a t c o s t
. . • may c o n s is t  o f  an exp en d itu re o f  money, o f  
goods fo r  which money cou ld  be o b ta in e d , o f  
manual or  m ental e f f o r t  Irksome a t  th e margin; 
or i t  may In vo lve th e assum ption o f  a p h y s ic a l  
o r  a f in a n c ia l  r i s k ,  the accep tan ce o f  a r o le  
carry in g  w ith  i t  s o c ia l  d ise s tee m , th e ch o ice  o f  
l e s s  a t t r a c t iv e  o f  a l t e r n a t iv e  ways o f  em ploying  
tim e or r e so u r c e s , a lthough  none o f  th e a lte r n a ­
t i v e s  need be o f  i t s e l f  d is p le a s in g  or  irk som e.34
On th e o th er  hand, th e  accou n tin g  concept o f  c o s t  
i s  c h a r a c te r ise d  by th e n o tio n  o f  s a c r i f i c e ,  th e  req u ire ­
ment o f  measurement, and th e  r e la te d  e x p r e ss io n  o f  th e  
c o s t  in  term s o f  money. These a sp e c ts  o f  c o s t  in  account­
in g  may be I d e n t i f ie d  in  th e p r e v io u s ly  c it e d  rep ort o f  
th e  Committee on Cost Concepts and Standards o f  th e Ameri­
can A ccounting A sso c ia tio n  which d e f in e s  c o s t  a s  *a fo r e ­
g o in g , measured in  monetary term s, Incurred to  a ch iev e  a
35s p e c i f i c  o b j e c t iv e . 11
T his b r ie f  review  o f  the concept o f  c o s t  in  eco­
nomics and accou n tin g  su g g e sts  some immediate co n c lu s io n s  
regard ing  th e  s im i la r i t i e s  and th e d if fe r e n c e s  In  th e
3 3 V in er, oj>, c i t . . p . 4 6 6 .
3 i»Ib id . . p . 467.
3 5American Accounting A s so c ia t io n , Committee on 
Cost Concepts and Standards, o£ . c i t . . p . 174.
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concept o f  o o st as form ulated by the aooountant and the 
econom ist. An im m ediately apparent s im ila r ity  may be 
o lte d  from th e fa c t  th a t both th e economic and th e ac­
counting con cep ts o f  oost Include th e gen era l n o tio n  o f  
s a c r i f i c e .  T h is u n ify in g  c h a r a c te r is t ic  o f  th e concept 
o f  o o st in  both economics and accounting i s  recogn ized  by 
Spencer and Slegelm an who a s s e r t  th a t "the gen era l idea  
o f  c o s t  covers a v a r ie ty  o f  m eanings, but th ere  i s  one 
meaning th a t i s  common to  a l l  typ es o f  c o s ts  and i s  
summed up in  the s in g le  word f s a c r i f i c e * . Devi ne,  
a ls o  reco g n is in g  t h i s  s im ila r i ty ,  s ta t e s  th a t "the core
o f  meaning which i s  common to  a l l  types o f  c o s t  may be
" h isummed up by th e  word s a c r i f i c e ." "
But w h ile  th e n otion  o f  s a c r i f ic e  ch a r a c te r ise s  
both th e accounting and economic concept o f  o o s t , there  
i s  a s ig n i f ic a n t  d if fe r e n c e  in  th e kinds o f  s a c r i f ic e s  
th a t are Included in  th e economic concept o f  co st and the  
accounting  concept o f  c o s t .  This d if fe r e n c e  i s  q u ite  
apparent, to o , in  th e  preced ing review  o f  what c o s t  i s  in  
each o f  the areas o f  accounting and econom ics.
36M ilton  H. Spencer and Louis S legelm an, Mana­
g e r ia l  Economics D ecision-M aking and Forward Plgnzgju  
(Homewood, 1 1 1 . t  Richard D. Irw in , I n c . ,  1959J, p . 233.
^^Devine, £ £ . c i t . . p . 5 5 7 .
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As p rev io u sly  In d ica ted , the econ om ist's  concern  
w ith th e concept o f  o o st a r is e s  p rim arily  out o f  h is  
d e s ir e  to  ex p la in  p r ic e s .  F u rther, i t  was poin ted  out 
th a t ,  because o f  t h is  u ltim a te  o b je c t iv e  o f  ex p la in in g  
p r ic e s ,  i t  has been n ecessary  fo r  th e econom ist to  seek  
fa c to r s  more b a s ic  than money c o s ts  to  avoid  the somewhat 
m eaningless l in e  o f  reasoning th a t p r ic e s  depend a t le a s t  
p a r t ia l ly  on c o s t s ,  and c o s ts  are noth ing more than p r ic e s  
p a id . As a r e s u l t ,  th e econom ist, w h ile  recogn iz in g  as  
oo st such monetary o u tla y s  or exp en d itures as may be 
demanded as com pensation by th ose  who render s e r v ic e ,  has 
expanded h is  d e f in i t io n  o f  co st to  Include th ose non­
monetary or r e a l s a c r i f ic e s  th at u n d er lie  th ese  payments. 
In  accordance with th e econ om ist's  concept o f o o st the  
nature o f  th e  s a c r i f ic e  may be ta n g ib le  or in ta n g ib le ,  
o b je c tiv e  or s u b je c t iv e . Thus, economic co st in c lu d es  
such s a c r i f ic e s  a s :  m ental or manual e f f o r t ,  assum ption
o f  r is k , s o c ia l  d lsesteem , ch o ice  o f  the l e s s  a t tr a c t iv e  
o f  a l t e r n a t iv e s ,  ab stin en ce  a s so c ia te d  w ith w a itin g , or  
any o th er  type o f  d i s u t i l i t y .  T his kind o f  c o s t  i s  in ­
capable o f  measurement, and s in ce  th e rendering o f  the  
same se r v ic e  may I n f l i c t  g r e a te r  p a in  upon one person  
than upon an oth er, th e oost i s  n e c e s sa r ily  su b je c t iv e .
3$Cox, ££ . c i t . . p . 290.
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To th e  accountant, who Is  p r im arily  concerned w ith  meas­
u rin g  th e e f f e c t s  o f  c e r ta in  b u sin ess  tr a n sa c t io n s  on a 
g iv en  b u sin ess  e n t i t y ,  th ese  gen era l k inds o f  s a c r i f ic e  
are o f  no immediate use* For accounting purposes i t  i s  
e s s e n t ia l  th a t the gen era l concept o f  s a c r i f ic e  be sim­
p l i f i e d  in  such a way th a t i t  can be represen ted  in  terms 
o f  monetary ex p ressio n  in  the accou n ts. Though th e econo­
m ist may claim  th a t payment to th e  variou s fa c to r s  con­
c e iv a b ly  rep resen ts  but a monetary ex p ressio n  o f  the more 
b a s ic  s a c r i f i c e s ,  th e accountant has f e l t  l i t t l e  need to  
probe beyond th e exchange p r ic e  a r is in g  from th e bargain  
made In the market p la c e .
The concept o f  economic c o st  has a ls o  been formu­
la te d  in  terms o f  th e monetary o u tla y s  th a t must be made 
to  Induce th e employment o f  the required  fa c to r s  o f  pro­
d u c tio n , and i t  i s  in  t h is  sense th a t the economic and 
th e  accounting concepts o f  oo st come to  be more nearly  
a l ik e .  D esp ite  t h i s  s im i la r i ty ,  however, th ere  are some 
s ig n i f ic a n t  d if fe r e n c e s  in  con ception  th a t need to  be 
noted in  t h i s  d isc u ss io n  o f  th e s im i la r i t i e s  and d i f f e r ­
ences o f  th e  c o s t  concept in  econom ics and accou n tin g .
In  h is  co n sid era tio n  o f  the c o s ts  Incurred by a 
p a r t ic u la r  b u sin ess  firm , th e  econom ist u su a lly  s ta r t s  
w ith  th ose money o u tla y s , paid  or p ayab le , th a t the firm  
must make fo r  resou rces used to  produoe i t s  product.
4#
T his I s  e s s e n t ia l ly  th e d e f in i t io n  o f  o o st as used by 
aooountants. However, every economic d e c is io n  In vo lves  
a oh olce between a lte r n a t iv e s  and the econom ist would 
p r e fe r  to  measure the c o s t  o f  any a c t io n  in  terms o f  what 
has to  be g iven  up fo r  I t .  In  many In sta n ces , t h i s  I s  
th e same as the p r ic e  paid In th e market, fo r  a l l  th a t
one has to  g iv e  up to use an ex tra  ton  o f  s t e e l ,  fo r
3 0
example, I s  th e  p r ic e  o f  th a t to n . 7 As long as goods
are r e a d ily  a v a ila b le  and bought in  a market, t h i s  w i l l
be th e ca se .
But monetary o u tla y s  do not rep resen t th e com plete 
c o s t  p ic tu re  o f  the firm  to  the econom ist. To the mone­
tary  o u tla y s , th e econom ist would add c e r ta in  c o s ts  fo r  
which no monetary expenditure ever needs to  be made. In­
cluded in  t h i s  non-monetary category o f  c o s t  would be one 
or more o f  th e fo llo w in g , depending upon whether the firm  
in  q u estion  were a corp oration , p a rtn ersh ip , or so le  pro­
p r ie to rsh ip ?
1 . The entrepreneur* 3 wages (which he could  
earn by working fo r  someone e ls e )#
2. R ental Income on land employed In  the b u s i­
n ess (which th e owner could r e c e iv e  by 
le a s in g  th e property to  another f irm ).
Joseph P. McKenna* In term ediate Economic Theory 
(New York: Henry H olt and Company, I n o . ,  1 9 $ c ) , p. 15.
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3. A minimum normal p r o f i t  (which would be 
ju s t  enough to  compensate th e  owner fo r  
h is  investm ent and which he could pre­
sumably earn by p u ttin g  h is  money to  work 
in  somebody e ls e * s  b u sin ess  a t  eq u iv a len t  
r i s k ) . 40
A f in a l  d iscrep an cy , though the c o s t  i s  in cluded  
in  both the accounting  and economic d e sc r ip t io n  o f  the  
c o s t  fo r  a g iven  firm , a r is e s  in  connection  w ith  the  
d iffe r e n c e  in  th e amount o f  c o st  recognized  in  the exp i­
r a tio n  o f  lo n g - liv e d  p ro p er tie s  used in  th e b u s in e ss .
For the most p a r t , accountants make such a l lo c a t io n s  on 
the b a s is  o f  th e  amount o f  the p ast o u t la y s , whereas p ast  
o u tla y s  are o f  on ly  p a r t ia l  s ig n if ic a n c e  to  the econom ist 
and such o u tla y s  must be m odified  by current f a c t s . ^
In  the b r ie f  co n sid era tio n  o f  d if fe r e n c e s  in  th e  
accounting  and economic concepts o f  income, v a lu a tio n ,  
and c a p ita l  in  the preced ing ch ap ter , i t  was noted th at  
the econom ist*s concept o f  income ap p lied  not on ly  a t  the  
l e v e l  o f  the firm  but a lso  to  la r g e r  segments o f  th e eco­
nomic community as w e ll  a s to  th e e n t ir e  economy i t s e l f .
^ S p en cer  and Slegelm an, 0 £ . c i t . ■ p . 96 . For an 
extended d isc u ss io n  o f  why accountants exclude in te r e s t  
on investm ent from c o s t ,  se e  George 0* May, "Reasons fo r  
E xcluding I n te r e s t  from C ost,"  The Journal o f  Accountancy.
H I  (1 9 1 6 ), 401- 4 0 9 .
4^l b id .
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At th e same tim e, I t  was noted th a t the a c c o u n ta n ts  
concept o f  income i s  form ulated only in  terms o f  a p p li­
c a tio n  to  a g iven  b u sin ess  e n te r p r ise . T his same d i f f e r ­
ence o f  the l e v e l s  a t  which the concept o f  income i s  
a p p lica b le  in  econom ics and accounting i s  true a lso  o f  
th e  concept o f  c o s t .  Accounting **is concerned w ith the  
e f f e c t iv e  return  to  the in d iv id u a l owner, and t h is  i s  the
r e su lta n t  o f  c o s t s  and p r ic e s  as a sso c ia te d  w ith in  an
42in d iv id u a l b u sin ess  u n it .*  While the econom ist, e s ­
p e c ia l ly  in  th e more recen t y e a r s , has taken more o f  an 
I n te r e s t  In th e c o s ts  a s so c ia te d  w ith  a g iven  firm , h is  
con ception  o f  o o st i s  form ulated p rim arily  "with the some­
what im aginary fu n c tio n a l c l a s s i f i c a t i o n  o f  production  as  
la n d , la b o r , c a p it a l ,  and th e en trep ren eu r ." ^  And, more­
o v er , th e econ om ist's  d isc u ss io n  o f  c o s t  may be w ith  
resp ect to  a firm , a group o f  r e la te d  firm s, or an indus­
t r y ,  or w ith  re sp e c t to  the e n t ir e  economy.
Another s ig n if ic a n t  d if fe r e n c e  with re sp ect to  
a p p lic a t io n  ra th er  than to  m atters o f  what i s  Included  
in  th e  concept o f  oo st regards th e r o le  th a t th e elem ent 
o f  tim e p la y s  in  th e  accounting concept o f  c o s t  and the  
economic concept o f  c o s t .  From th e  beginning accountants
^2Cox, 0£ . c i t . . p . 297* 
^ i b l d . . p . 2d9.
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have form ulated  many o f  t h e ir  p r in c ip le s  and con cep ts In  
aooordanoe w ith  b u s in e ss  p r a c t ic e .  31noe b u s in ess  prac­
t i c e  has fo r  many y ea r s  demanded a p e r lo d lo  reckoning o f  
Income and f in a n c ia l  p o s i t io n ,  th e concept o f  th e tim e  
p er io d  has assumed a v i t a l  r o le  in  con n ection  w ith  th e  
a ccou n tin g  concept o f  c o s t .  In  keeping w ith  th e d e s ir e  
o f  businessm en fo r  such p e r io d ic  reck on in gs, accou n tan ts  
have evo lved  an e la b o ra te  system  o f  r u le s  and con ven tion s  
regard in g  th e  In c lu s io n  o f  p a r t ic u la r  c o s t  elem ents In a 
g iv en  p e r io d , u su a lly  a f i s c a l  y ea r . E conom ists, on the  
o th e r  hand, b ein g  p r im a rily  in te r e s te d  In  c o s t s  a s  they  
e n te r  In to  th e  d eterm in ation  o f  p r ic e s ,  have found th a t  
I t  i s  q u ite  unn ecessary  to  co n sid er  c o s t s  in  con n ection  
w ith  p r e c is e  tim e p e r io d s . With r e sp e c t  to  tim e, econo­
m is ts  speak not o f  a year but ra th er  o f  th e sh o r t-p er io d  
or th e  lo n g -p e r io d , co n cep tion s th a t  are q u ite  e lu s iv e  
from a s t r i c t l y  tim e v iew p o in t, but q u ite  u s e fu l when 
d efin ed  in  term s o f  changes made to  th e  b a s ic  p rod u ctive  
f a c i l i t i e s  o r  " p la n t."
The many a s p e c ts ,  th e s i m i l a r i t i e s ,  and th e  d lffexp ­
en ses  In  th e  g en era l concept o f  c o s t  In  econom ics and ac­
cou n tin g  s ig n i f y  th e  need to  a tta c h  o th er  words to  th e  
term  " co st*  In  order to  h elp  convey a c le a r  understanding  
o f  th e  s p e c i f i c  meaning o f  o o s t  in ten d ed . The consideration
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o f  c e r ta in  o f  th ese  s p e c ia liz e d  concepts o f  c o st  th a t  
have evolved  in  econom ics and accounting  p rese n ts  the  
major problem o f  t h i s  in v e s t ig a t io n ,  which a t  t h i s  p o in t  
a p p rop ria te ly  turns to  a study o f  s e le c te d  s p e c ia l is e d  
c o s t  concepts o f  accou n tin g .
CHAPTER I I I
SELECTED COST CONCEPTS OF ACCOUNTING
The gen era l concept o f  coat in  accounting has 
been form ulated in  terms o f  th e u ltim a te  o b je c t iv e  o f  
preparing th e p er io d ic  f in a n c ia l  statem ents o f  a b u sin ess  
e n te r p r is e . But w ith  the expansion o f  co st accounting  
and th e r e la te d  emphasis on the m anagerial p o in t o f  view In  
accou n tin g , the concept o f  c o s t  In  modern accounting encom­
p a sses  an added number o f  c o s t  con cep ts, which, though many 
are not in corp orated  in to  th e system  o f  doub le-entry  ac­
cou n ts, have become an e s s e n t ia l  ex ten sio n  o f  th e b a s ic  
knowledge o f  accou n tin g . These ex ten sio n s  o f  the gen era l 
n o tio n  o f  co st enable the accountant to  be o f  g rea ter  
s e r v ic e ,  p a r t ic u la r ly  to  management, in  th e r e la te d  a c t i v i ­
t i e s  o f  p lanning and c o n tr o ll in g , and in  provid in g  appro­
p r ia te  c o s t  a n a ly s is  e s s e n t ia l  in  a wide v a r ie ty  o f  
decision -m aking s i t u a t io n s .
31nee an a l l - ln c lu s lv e  study would be an alm ost 
en d less  undertak ing, the fo llo w in g  co n sid era tio n  o f  
s e le c te d  c o s t  concepts o f  accounting  f a l l s  short o f  In­
clu d in g  a l l  o f  the s p e c ia l is e d  concepts o f  c o s t  th a t are
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t o  be found i n  th e  l i t e r a t u r e  o f  a c c o u n t in g .  Thus, as  
i n d i c a t e d  i n  th e  i n t r o d u c t i o n  to  t h i 3  s tu d y ,  a number o f  
r e l a t i v e l y  a p p a re n t  c o s t  t y p e s ,  a s  l a b o r  c o s t ,  m a t e r i a l  
c o s t ,  p e n s io n  c o s t ,  e t c . ,  a r e  exc luded .  The fo l lo w in g  
d i s c u s s i o n  does ,  however, encompass t h o s e  s p e c i a l i s e d  
co n cep ts  o f  c o s t  i n  a c c o u n t in g  t h a t  a r e  th e  most s i g n i f i ­
c a n t ,  based  upon t h e  u s e f u l n e s s  o f  th e  concept  and th e  
r e l a t i v e  f requency  w i th  which th e  concept  o ccu rs  i n  ac­
c o un t in g  l i t e r a t u r e .  Upon th e s e  b a s e s ,  th e  fo l lo w in g  
c o s t  concep ts  o f  a c c o u n t in g  a r e  in c lu d e d  i n  t h i s  s tu d y :
Absorbed
A cq u is it io n  (O r ig in a l)  
A ctual
A llo ca ted  (Prorated)





C o n tro llab le
Conversion
Current (P resen t)








H is to r ic a l
Imputed
Increm ental
In d ir e c t
In v ested
J o in t
M arginal 
Market value  
N on con tro llab le
(U n con tro llab le)  
Normal 
O pportunity  

















R e sp o n s ib ility
Replacement
S em i-variab le  (S em i-fix ed )
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These concepts have been grouped In the d isc u ss io n  
th a t fo l lo w s , but th e grouping here i s  fo r  convenience and 
ease o f  d isc u ss io n  and does not rep resen t an attem pt to  
sy n th e s ise  or c la s s i f y  th e sev e ra l concepts con sid ered , 
s in c e  t h i s  i s  th e o b je c t iv e  o f  Chapter V. The purpose 
h ere , th en , i s  to  id e n t i f y ,  to  d e f in e , and to  d isc u ss  th e  
nature o f  the variou s concepts o f  c o s t ,  as w e ll a s to  note  
th e ir  u se fu ln e ss  in  th e accounting fu n ctio n  as i t  e x i s t s  
in  the modern com plexity o f  b u sin ess  a c t iv i t y .
I .  COST BASIS AND RELATED COST CONCEPTS
"Cost i s  the measure used fo r  accounting fo r  
a s s e t s  acquired  by purchase and, u lt im a te ly , fo r  a s s e t  
e x p ir a tio n s  chargeable to  e x p e n s e . T h i s  statem ent i s  
popu larly  re ferred  to  in  accounting as th e "cost p r in c ip le"  
or " cost b a sis"  and p rovid es th e  gen era l guide fo r  th e  
record ing o f  accounting tr a n sa c t io n s . Cost i s  considered  
to  be th e b est b a s is  fo r  reoordlng tr a n sa c t io n s , s in c e  i t  
i s  capable o f  o b je c t iv e  measurement and r e s ts  upon th e  
v i s ib l e  fa c t s  o f  a b u sin ess  tr a n sa c t io n . The fo llo w in g  
s p e c ia l is e d  concepts o f  c o s t  In accounting are re la ted  
to  the c o s t  b a s is  o f  accounting}
^H. A. Finney and Herbert E. M ille r , P r in c ip le s  
o f  A ccounting-Introductory (F if th  E d itio n ; Englewood 
S t i f f s ,  N .J .:  P r e n t ic e -k a ll ,  I n c . ,  1957), p . 363.
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A c q u is it io n  (O r ig in a l)  Cost
A ctual Cost
H is to r ic a l  Cost
P ast Cost
In v ested  Cost
Market Value
W hile , a t th e tim e o f  t h i s  w r it in g , th e c o s t  b a s is ,  
in  term s o f  th e  above con cep ts o f  c o s t ,  p ro v id es th e  ac­
cep ta b le  b a s is  o f  accou n tin g  fo r  th e purposes o f  f in a n c ia l  
s ta te m en ts , s e r io u s  o b je c t io n s  have been r a ise d  concerning  
th e continued  adherence to  th e c o s t  b a s is .  These o b jec­
t io n s  and th e  su ggested  a l t e r n a t iv e s  g e n e r a lly  In clud e  
r e fere n c e  to  the fo llo w in g  con cepts o f  c o s t :
Current (P r esen t) Cost 
R eproduction Cost 
Replacement Cost
H is to r ic a l  c o s t  and a c tu a l c o s t  " r e fe r  to  a con­
cep t which has to  do w ith  th e  measurement o f  economic
fa c to r s  o f  p rod uction  in so fa r  a s  such fa c to r s  are rep re-
2
sen ted  by cash o u tla y s  or t h e ir  e q u iv a le n t ."  As p r e v i­
o u s ly  in d ic a te d , th ese  con cepts o f  c o s t  are s ig n i f ic a n t  
In  th a t  th ey  rep resen t th e con cepts o f  c o s t  upon which 
th e  f in a n c ia l  sta tem en ts prepared by th e accountant are  
p r e se n t ly  based .
o
^Lawrence J . B ennlnger, op . c i t . . p . 290.
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" H is to r ic a l co st i s  measured by a c tu a l cash pay- 
ments or t h e ir  eq u iv a len t a t  th e tim e o f  the o u tla y ,"  
and I s  sometimes re ferred  to  a s  o r ig in a l  co st or acqui­
s i t i o n  c o s t . which has been d efin ed  as "the cash or cash 
eq u iv a len t r e le a se d  on th e  a c q u is it io n  date to  acquire  
s e r v ic e s ." ^  Thus, th e c o s t  amount th a t i s  i n i t i a l l y  
recorded in  th e books o f  account i s  ap p ro p r ia te ly  re ferred  
to  as the h i s t o r i c a l ,  o r ig in a l ,  or a c q u is it io n  c o s t .  This 
amount u su a lly  i s  th e  amount o f  th e bargained p r ic e  as  
measured by th e cash g iven  or promised in  exchange, a l ­
though in  tr a n sa c t io n s  in v o lv in g  the a c q u is it io n  o f  
p r o p e r t ie s  in  exchange fo r  non-cash p r o p e r t ie s , o th er  
b a se s , a s  th e f a i r  market va lue o f  th e  property g iven  in  
exchange may serve a s  r e p r e se n ta tiv e  o f  the c o s t  amount 
in v o lv ed . In  g e n e r a l, the I n i t i a l  amount recorded in ­
c lu d es not on ly  th e in v o ic e  p r ic e  but a lso  a l l  o th er  c o s ts
in c id e n ta l  to  acq u ir in g  the property  and fo r  p la c in g  i t
5
in  p o s it io n  to  serve  i t s  in tended purpose.
^American Accounting A sso c ia tio n , Committee on 
Cost Concepts and Standards, op. c l t . . p . 176.
^American Accounting A sso c ia tio n , Committee on 
Cost Concepts and Standards, "T entative Statem ent o f  Cost 
Concepts U nderlying Reports fo r  Management P urposes,"  The 
Accounting Review. H U  (1 9 5 6 ), 191*
^ P a to n  and L it t le t o n ,  0 £* c i t . . p . 31.
58
Though common in  u se , the concept o f  a c tu a l co st  
i s  d i f f i c u l t  to  d e fin e  i f  taken to  mean something o th er  
than the amount a c tu a lly  g iv en  in  exchange. Sometimes 
the term a c tu a l c o s t  i s  used In con n ection  w ith the c o s t  
o f  producing a g iven  product. This use o f  a c tu a l c o s t ,  
however, i s  in a d v isa b le  s in c e  in  most ca ses  a number o f  
co st  fa c to r s  are a ssign ed  to  products on a more or l e s s  
a rb itra r y  b a s is ,  and the computation o f  an a c tu a l product 
c o s t  under th e complex methods o f  modern production  i 3 
p r a c t ic a l ly  im p o ss ib le . The use o f a c tu a l co st in  th is  
way su gg ests  a rea lism  th a t i s  more i l lu s io n a r y  than  
u s e fu l  in  most c a se s .
H is to r ic a l ,  o r ig in a l ,  a c q u is it io n , and a c tu a l  
c o s ts  have no re levan ce to  management d e c is io n s  w ith  
re sp e c t to  the fu tu re  except to  th e ex ten t th at they may 
serve a s  a guide in  the estim a tio n  o f  fu tu re  c o s t s .
S in c e , under p r e se n tly  accep ta b le  methods o f  ac­
cou n tin g , a c q u is it io n  c o s t ,  h i s t o r ic a l  c o s t ,  o r ig in a l  
c o s t ,  and a c tu a l c o s t  th a t have not been consumed in  th e  
production  o f  revenues are carried  forward to  ensuing  
accounting  p e r io d s , th e se  concepts o f  c o s t  are a l l  con­
sid ered  to  be oast c o s t s or in v ested  c o s t s .^
^For an example o f  th e  use o f  th e concept o f  in ­
v ested  c o s t  a s  w e ll  a s an e x c e l le n t  d efen se o f  th e c o st  
p r in c ip le ,  see  L i t t le t o n ,  "The S ig n if ic a n c e  o f  In vested  
C ost,"  pp. 167-173*
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Market value l e  a p p rop ria te ly  considered  In t h i s  
d isc u ss io n  o f  co st con cepts s in c e , as p rev io u s ly  In d ica ted , 
a market value sometimes serv es  a s  the amount I n i t i a l l y  
recorded In th e accounts and I s  ev e n tu a lly  taken In to  the 
measurement o f  Income. A fu r th er  example o f  an In stan ce  
In which market va lue re p la ce s  co st and becomes co st fo r  
fu tu re  purposes I s  th e  a p p lic a t io n  o f  th e c o s t  or market, 
w hichever i s  low er, ru le  to  in ven tory  v a lu a tio n .
In  recen t years th ere  have been v igorous o b jec­
t io n s  to  th e determ ination  o f  net Income and the v a lu a tio n  
o f  a s s e t s  based upon concepts o f  p a st c o s t .  The essen ce  
o f  th ese  o b je c tio n s  re v o lv e s  about the fa c t  th a t th e  
value o f  the d o l la r ,  which serv es  as the u n it  o f  measure­
ment In accou n tin g , has s te a d ily  d e c lin e d , and th a t ,  
th e r e fo r e , p ast co st amounts lo s e  th e ir  s ig n if ic a n c e  and 
become a m islead in g  b a s is  fo r  f in a n c ia l  a n a ly s is .  The 
most se r io u s  s in g le  o b je c tio n  ra ised  In t h i s  re sp e c t i s  
th a t the amounts cu rren tly  reported  as accounting net 
income o fte n  in c lu d e  p o rtio n s  th a t are In r e a l i t y  returns  
o f  c a p it a l ,  s in c e  many c o s ts  may be u nderstated  in  terms 
o f  current c o n d it io n s .
P resen tly  a ccep ta b le  methods o f  accounting Include  
some p r o v is io n  fo r  t h i s  d i f f i c u l t y  in  th a t th e l a s t - i n ,  
f l r s t - o u t ,  or LIFO, method o f  in ven tory  v a lu a tio n  p a r tly  
p rov id es fo r  a matching o f  current c o s t s , or th e  c o s t s  o f
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the most reeen t purch ases, w ith current revenues. A lso , 
the accep ta b le  methods o f  a c c e le r a te d  d ep rec ia tio n  are 
thought to  bring d ep rec ia tio n  charges more in to  l i n e  with  
the current c o s ts  o f  production  than th e s t r a ig h t - l in e  or  
o th er  accep ta b le  methods. Bach o f  th ese  m o d if ic a tio n s , 
however, i s  w ith in  th e framework o f  th e  h i s t o r ic a l  c o st  
b a s is  in  th a t th ere i s  no adjustm ent o f  th e co st amount 
i n i t i a l l y  recorded , but ra th er  on ly  a tak in g  o f  la r g e r  
i n i t i a l  p o r tio n s  o f  th e amount in to  net income. The t o t a l  
amount to  be u lt im a te ly  charged to  income i s  s t i l l  th e  
amount o f  th e o r ig in a l  co st a t  the tim e o f  a c q u is it io n .
Suggested m o d ifica tio n s  o f  h i s t o r ic a l  c o st  as a 
b a s is  fo r  income d eterm ination  and a s s e t  v a lu a tio n  are  
replacem ent c o s t  and reproduction  c o s t . The use o f  th ese  
concepts in  the accounting p rocess would in v o lv e  p e r io d ic  
adjustm ents o f  the p rev io u sly  recorded amounts. Replace­
ment c o s t s  have been d efin ed  in  two d if fe r e n t  se n se s:  
F ir s t ,  "Replacement c o st  i s  h i s t o r ic a l  c o s t  measured in
terms o f  th e  current purchasing power o f  th e standard
7monetary u n it ."  In  t h i s  sen se , replacem ent c o s t  may be 
thought o f  as an ad ju sted  h i s t o r ic a l  c o s t  or as a current 
c o s t  s in e s  current c o s t ,  in  a d d itio n  to  the above con­
cep tio n  o f  th e term , i s  sometimes conceived  o f  a s  " cost
?Bennlnger, oj>. c i t . . p . 290.
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a t  p resen t-d ay  p r ic e  l e v e l s .  . . obtained  by ap p ly in g  to
g
h i s t o r ic a l  co st one or more Index numbers."
Replacement c o st  I s  a lso  d efin ed  as " cost In the
o
p resen t market. " 7 In  t h is  se n se , replacem ent c o s t  I s  not 
ad ju sted  h i s t o r ic a l  c o s t ,  but I t  may s t i l l  be thought o f  
a s  a current c o s t  s in c e  the concept o f  current c o s t  I s  
sometimes taken to  mean th e p r ic e s  "cu rren tly  p r e v a ilin g  
o f  eq u iva len t goods and s e r v ic e s . " ^ 0  T h is con ception  o f  
replacem ent co st reco g n izes  the view th a t th e va lu e o f  an 
a s s e t  may change fo r  a number o f  reason s: te c h n o lo g ic a l
in n ova tion s and changes in  supply and demand In a d d itio n  
to  changes In the gen era l p r ic e  l e v e l .
The concept o f  replacem ent co st i s  g en era lly  
a sso c ia te d  w ith the Idea o f  rep lac in g  an a s s e t  w ith  
e q u iv a le n t , though not I d e n t ic a l  a s s e t s .  When a s s e t s  are 
thought o f  as being rep laced  by I d e n t ic a l  a s s e t s ,  th e  
concept o f  replacem ent c o st  I s  g e n e r a lly  re ferred  to  as  
reproduction  c o s t .
Accountants have been r e lu c ta n t to  take such con­
cep ts  o f  c o st  as current c o s t ,  replacem ent c o s t ,  or repro­
d u ction  c o s t  In to  th e  accounts s in c e  t h is  departure from
^Kohler, £ £ . c i t . . p . 150.
^Benninger, o£. c l t . . p. 291.
^ K o h le r , ojg,. c i t . . p. 23*
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th e  h i s t o r ic a l  c o st  b a s is  would in v o lv e  a s a c r i f ic e  o f  
p resen t o b je c t iv it y  in  c o s t  measurement in  favor o f  ap­
p r a is a ls  and o th er  su b je c t iv e  methods o f  determ ining the  
c o s t  amount.
I I .  PERIOD CONVENTION AND RELATED C03T CONCEPTS
The period  convention  in  accounting breaks up the  
e n t ir e  l i f e  o f  a b u sin ess  in to  u n its  o f  tim e , the most 
common u n it ,  or p er io d , being th a t o f  a year . The period  
convention  u n d er lie s  th e accounting determ ination  o f  net 
income and g iv e s  r i s e  to  the fo llo w in g  sp e c ia liz e d  con­





O ut-of-P ocket (O utlay) Cost 
At th e tim e o f  c o st  Incurrence, a c o st  i s  id e n t i ­
f ie d  e ith e r  w ith the production  o f  revenues o f  the current 
p er io d , w ith  th e production  o f  revenues in  fu tu re p e r io d s , 
or p a r tly  w ith  the production  o f  revenues o f  th e  current 
p eriod  and p a r tly  w ith  th e production  o f  revenues o f  
fu tu re  p er io d s . Those c o s ts  properly  id e n t i f ie d  w ith th e  
production  o f  revenues o f  fu tu re  p eriod s are regarded as  
unexolred c o a t s , or a s s e t s ,  and may be viewed as c o s ts  in  
su sp en se , aw aitin g  even tu a l consumption in  th e revenue- 
producing a c t i v i t i e s  o f  th e  firm . On th e  o th er hand, those
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c o s ts  th a t are regarded as having entered in to  th e  
revenue-producing a c t i v i t i e s  o f  th e firm  are sa id  to  be 
exp ired  c o s t s , or exp en ses, s in c e  th e p rod uctive s e r v ic e s  
th a t they rep resen ted  upon a c q u is it io n  have been consumed.
The concept o f  am ortised c o st  i s  r e la ted  to  the 
concepts o f exp ired  c o s ts  and unexplred c o s t3 , and a r is e s  
from th e fa c t  th a t many productive f a c i l i t i e s ,  or i n i t i a l  
c o s ts  in cu rred , span more than a s in g le  accounting p er iod . 
Thus, i t  i s  o f te n  n ecessary  to d e fer  a p o rtio n  o f  th e co st  
o f  an a s s e t ,  as an unexpired c o s t ,  s in ce  the s e r v ic e s  th a t  
th e c o s t  rep resen ts  w i l l  not be used cu rren tly . As por­
t io n s  o f  t h i s  d eferred  co st are a s so c ia te d  with the pro­
d u ction  o f  revenues, they become exp ired  c o st  and en ter  
in to  th e matching o f  c o s ts  and revenues which u lt im a te ly  
le a d s  to  net income. Amortized c o s t ,  th en , i s  a net con­
cept in  th a t i t  i s  represen ted  by the unexplred co st  
i n i t i a l l y  recorded, reduced by the amount o f  t h is  c o st  
th a t has exp ired , or entered in to  the matching p ro cess .
Book c o s t s  en ter  in to  the accounting determ ination  
o f  net income, but do not in v o lv e  a current or fu tu re  
exp en d itu re. Book c o s ts  are generated  by the en d -o f-  
p erlod  a d ju stin g  e n t r ie s ,  and rep resen t th at p ortio n  o f  
a p rev io u sly  unexplred c o s t ,  or a s s e t ,  th a t I s  now deemed 
to  be consumed. The p ro v is io n  fo r  d ep rec ia tio n  serv es as  
th e b e s t  i l lu s t r a t io n  o f  a book c o s t .
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Moat authors d is t in g u ish  book c o s ts  from o u t-o f -  
p o ck et. or o u tla y  c o s t s , which "are th ose c o s ts  which 
w ith  re sp ect to  a g iv en  d e c is io n  o f  management g iv e  r is e  
to  cash e x p e n d itu r e s ." ^  An understanding o f  t h is  d is ­
t in c t io n  i s  n ecessary  in  th e p rep aration  o f  th e funds 
sta tem en ts and variou s a n a ly se s  o f  cash flo w s . The d is ­
t in c t io n  i s  a lso  s ig n if ic a n t  in  th e co n sid era tio n  o f  the  
c o s t s  th a t would have to  be met in  con n ection  w ith a 
g iven  d e c is io n  o f  management. Book c o s t s ,  s in c e  th ey  
in v o lv e  no current or fu tu re  o u tla y  o f  fu n ds, do not 
en ter  in to  the p rep aration  o f  th e  funds statem ent or cash­
flow  a n a ly s is .  Nor should th e y , except fo r  the tax  con­
sequences a sso c ia te d  w ith th e ir  amounts, be considered  in  
th e  c o s t  a n a ly s is  p er tin en t to  a g iven  management d e c is io n .
I I I .  MANUFACTURING COST AND RELATED COST CONCEPTS
In  co st accou n tin g , which was developed o r ig i ­
n a lly  fo r  use in  manufacturing a c t i v i t i e s ,  i t  has long  
been th e p r a c t ic e  to  d iv id e  the t o t a l  manufacturing co st  
in to  th ree  elem en ts: ( 1 ) d ir e c t  m a te r ia l, ( 2 ) d ir e c t
la b o r , and ( 3 ) manufacturing overhead. This tr a d it io n a l  
d iv is io n  i s  s t i l l  popular and r e s u lt s  in  th ree re la ted
^A m erican Accounting A sso c ia tio n , Committee on 
Cost Concepts and Standards, "Report o f  th e Committee on 
Cost Concepts and Standards," p . ISO.
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ccnaepts o f  c o s ts  which are s t i l l  p reva len t in  accounting




"Prime c o s ts  are the lab or and m a ter ia l c o s ts  
d ir e c t ly  tr a cea b le  to  a u n it o f  ou tp u t."  Thus, in  
terms o f  th e above components o f  t o t a l  manufacturing c o s t ,  
prime c o st  i s  th e summation o f  th e  d ir e c t  lab or and d ir e c t  
m a ter ia l c o s t s .  In  i t s  e a r l ie r  u se , prime c o st  was con­
sid ered  as synonymous w ith the d ir e c t  c o s ts  o f  a product, 
but w ith re fin e d  tech n iq u es o f  c o st  measurement, o th er  
c o s t s ,  in  a d d itio n  to d ir e c t  m a ter ia ls  and d ir e c t  la b o r , 
may be regarded a s  d ir e c t  c o s ts  (a concept o f  co st trea ted  
la t e r  in  t h is  ch a p ter ). C onsequently, prime co st does not 
n e c e s sa r ily  in clu d e a l l  o f  the d ir e c t  c o s t s .
Overhead c o s t . or m anufacturing overhead, " is  a
c a tc h -a l l  category which in c lu d es  a l l  c o s ts  but d ir e c t
la b o r  and d ir e c t  m a te r ia ls . A p o s it iv e  d e f in it io n  would
be: a l l  c o s ts  th a t cannot be traced  or are not worth
13w h ile  tr a c in g  to  u n it s  o f  o u tp u t."  Overhead, to  ac­
cou n tan ts, th en , may in clu d e c o s ts  th a t are e ith e r  d ir e c t
l 2I b id . ■ p . 177.
l^W illiam  L. F errara, "Are D irect C osts R elevant 
Costs?" The Journal o f  Accountancy. CHI (A ugust, 1961), 
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or in d ir e c t ,  though in  th e  a l lo c a t io n  o f  overhead c o s ts  
to  products or departm ents, a l l  overhead c o s t s  are tr e a te d  
as though they are in d ir e c t  in  n atu re.
The term con version  c o s t  i s  used to  d es ig n a te  th e  
t o t a l  c o s t  o f  d ir e c t  lab or  and overhead, s in c e  t h i s  sum 
i s  con ceived  o f  as the c o s t  o f  changing th e d ir e c t  m ateri­
a l s  in to  a f in is h e d  p roduct.
IV , COST ESTIMATION AND RELATED COST CONCEPTS
Cost e s tim a tio n  has p layed  an in c r e a s in g ly  im­
p ortan t p a rt in  th e developm ent o f  accou n tin g  tech n iq u es  
th a t b e t t e r  serve management d ecision -m ak in g  and the  
management fu n c tio n s  o f  p lann ing and c o n tr o ll in g . Every 
c o s t  th a t  en te r s  in to  a d e c is io n  regard ing  th e fu tu re  
n e c e s s i t a t e s  some estim a te  o f  what th e c o s ts  w i l l  b e , and 
a number o f  c o s t  con cep ts o f  accou n tin g  th a t en ter  in to  
th i3  kind o f  a n a ly s i s ,  are form ulated in  terms o f  a c o s t  
p r o je c t io n  or e s tim a tio n  in to  the fu tu r e . In  a d d itio n  
to  the e s tim a tio n  o f  c o s ts  fo r  d ecision -m ak in g  p u rp oses, 
o th er  con cep ts o f  c o s t s  th a t are estim ated  have been  
developed  and are Included  as an I n te g r a l p art o f  th e  
e n t ir e  system  o f  a cc o u n ts . These c o s t s  serve to  a id  and 
to  gu ide management in  th e p lann ing and c o n tr o ll in g  o f  
op eration s*  The fo llo w in g  con cep ts o f  c o s t  w i l l  be
67
con sid ered  In con n ection  w ith  the expanded r o le  o f  c o s t








"Future c o s t s  are c o s t s  exp ected  to  be Incurred  
14
a t  a l a t e r  date*" D e c is io n s  o f  management concern ing  
fu tu re  o p era tio n s  must be based upon fu tu re  c o s t s ,  s in c e  
c o s t s  o f  p r io r  p er io d s  are s ig n i f ic a n t  o n ly  to  th e ex ten t  
th a t they enab le management to  p r e d ic t ,  w ith  varyin g de­
g re es  o f  c e r ta in ty ,  what th e c o s t s  o f  fu tu re  p er io d s w i l l  
be. In  th e com parison o f  a l t e r n a t iv e s  in v o lv in g  the  
e s t im a tio n  o f  fu tu re  c o s t s  a t  d i f f e r e n t  tim e p er io d s  In  
th e  fu tu r e , I t  I s  n ecessary  to  reduce each o f  th e  e s t i ­
mated fu tu re  c o s t s  (and revenues) a s so c ia te d  w ith  th e  
a lt e r n a t iv e  to  a common b a s is  o f  tim e by ap p ly in g  appro­
p r ia te  in t e r e s t  r a te  fa c to r s  which compensate fo r  th e  
tim e p referen ce  o f  money. Such com parisons may be made
^A m erican  A ccounting A s so c ia t io n , Committee on 
Cost Concepts and Standards, "Report o f  th e Committee on 
Cost Concepts and S tandards,"  p . 176.
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on th e  b a s is  o f  annual c o a t , p resen t w orth, or ra te  o f  
r e t u r n . ^
There i s  no d is t in g u is h a b le  d if fe r e n c e  between  
th e con cepts o f  fu tu re  c o a ts  and exp ected  c o s t s . "Past 
exp er ien ce  m od ified  by fu tu re  expectancy may be s ta te d  a s  
a gen era l r u le  fo r  th e most s a t i s fa c t o r y  d eterm in ation s  
o f  exp ected  c o s t ." ^  Thus, both fu tu re  coat and expected  
coat are o f  th e fam ily  o f  coat con cep ts th a t are prede­
term ined in  accou n tin g  a n a ly s is ,  and th e r e  i s  no d i f f e r ­
ence a s  to  the method o f  t h e ir  d eterm in ation .
Murley ad vocates the u se o f  exp ected  c o s t  a s  a
common denom inator o f  c o s t s  f o r  p r ic in g , c o n tr o l,  and 
17p lan n in g . According to  M urley, th e  expected  c o s t  con­
cep t p erm its th e  p r e se n ta t io n  o f  c o s ta  fo r  a l l  purposes on
th e  same b a s is  and in  th e  same amounts, th ereb y a ssu r in g
16a common understanding a t  a l l  management l e v e l s .
^ F o r  a com prehensive treatm ent o f  in t e r e s t  as  
i t  e n te r s  in to  a l t e r n a t iv e  c o s t  a n a ly s is ,  see  Eugene L. 
Grant and Grant I r e so n , P r in c ip le s  o f  E ngin eering  Economy 
(Fourth E d it io n ;  New Tork: The Ronald r r e s s  C o ., I 9 6 0 ) ,
574 pp.
^^Kenneth J . M urley, "Expected  C ost— The Common 
D enom inator,* The C o n tr o lle r . XXVIII ( I 9 6 0 ) ,  306.
17See above a r t i c l e  by M urley.
i eI b ld . . p . 307.
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B u d g efd  co s ta  are coat e s t im a te s  th a t  are in c o r ­
p orated  In to  th e budgetary procedure which se r v e s  to  
u n ify  th e p lan n in g  e f fo r ta  o f  th e  e n t ir e  o r g a n isa t io n .  
Budgeted c o s ta  u s u a lly  r e c e iv e  th e approval o f  top manage­
ment, a f t e r  which th ey  serve  a s  th e  o f f i c i a l  gu id es by 
which th e r e s u l t s  o f  o p era tio n s  may be judged. Budgeted 
c o s t s  may be In je c te d  In to  th e  d o u b le-en try  system  o f  
accou n ts or th ey  may be prepared and m aintained a s  a 
p art o f  th e accou n tin g  a n a ly s is  which supplem ents and 
supports th e form al record -k eep in g  p roced u res. In  govern­
m ental accou n tin g  and o th er  system s o f  fund a cco u n tin g , 
th e  budgetary c o s t s  u s u a lly  e n te r  in to  th e accou n ts where 
th ey  serve  a s  "a sch ed u le  o f  a u th o r iz a t io n s  and exp en d i- 
tu r e s ."
"Estim ated c o s ts  r e f e r  to  predeterm ined c o s ts
th a t  are l e s s  s c i e n t i f i c a l l y  developed  than normal c o s t s ,
20th e e s t im a te s  u s u a lly  r e f l e c t in g  h i s t o r i c a l  ex p er ien ce ."
As a c o s t  typ e th ere  i s  l i t t l e  to  d is t in g u is h  estim ated  
c o s t s  from fu tu re  c o s t s ,  exp ected  c o s t s ,  or  budgeted
M. M ik e se ll ,  Governmental A ccounting ( R evised  
E d it io n ;  Homewood, I l l i n o i s :  Richard D. Irw in , I n c . ,
1 9 5 6 ), p . 41 .
^ J .  H. H ennessy, J r . ,  "Standard and E stim ated  
C o sts ,"  Accountant*a E n cyclop ed ia . E d ito r ia l  Board o f  
P r e n t lc e -H a ll P r o fe s s io n a l A ccounting P u b lic a t io n s .  
(Englewood C l i f f s ,  N. J . :  P r e n t lc e -H a ll ,  I n c . ,  1 9 o 2 ),
Volume I ,  p . 336.
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c o s t s  excep t th a t th e concept o f  e stim a ted  c o s t s  has been  
p op u larly  used in  accou n tin g  in  co n ju n ctio n  w ith  estim ated  
c o s t  system s w herein th e estim ated  c o s t s  en te r  in to  th e  
accou n ts a s  c r e d it s  to  th e  va r io u s m anufacturing a cco u n ts .
In  an estim ated  c o s t  system  th e charges to  th e  
m anufacturing accou n ts rep resen t c o s t s  th a t  are a c tu a l ly  
In cu rred , whereas th e  c r e d it s  are en tered  a s  e s t im a te s  o f  
th e  c o s t s  exp ected  to  be Incurred . As a r e s u l t ,  th e end- 
o f-p e r io d  account b a la n ces and v a r ia n ces  developed in  th e  
o p era tio n  o f  th e  system  rep resen t th e d if fe r e n c e s  between  
a c tu a l and estim ated  c o s t s ,  and may serve  a s  u s e fu l  g u id es  
to  management In th e  a p p r a isa l o f  o p era tio n s  fo r  th e  
p er io d .
The concept o f  normal c o s t  i s  c lo s e ly  r e la te d  to  
and e n te r s  In to  th e concept o f  standard c o s t .  Normal 
c o s t s  are developed  through th e a p p lic a t io n  o f  overhead  
to  products on th e b a s is  o f  a ra te  determ ined by manage­
ment to  rep resen t th e  normal ca p a c ity  or normal u t i l i ­
z a t io n  o f  th e ca p a c ity  over a r e la t iv e ly  lon g  p eriod  o f  
t im e .21
The c o s t  o f  a product based upon th e  in c lu s io n  o f  
a normal overhead r a te  I s  con sid ered  to  be more m eaningful
^"T he Uses and C la s s i f ic a t io n s  o f  C o st,*  N.A.C.A. 
B u l le t in . Research S e r ie s  No. 7 , XXVII (1 9 4 6 ) , 950.
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and r e p r e se n ta tiv e  o f  th e c o s t ,  s in c e  i t  i s  not su b jec t  
to  the d is to r t io n s  caused by volume f lu c tu a t io n s  or by 
th e e r r a t ic  behavior o f  se v e r a l o f  th e many c o s ts  th a t  
are in clud ed  in  the overhead grouping.
Standard co sta  are alm ost e x c lu s iv e ly  a co st ac­
counting ooncept and r e fe r  to  c o s ts  th a t "are s c i e n t i f i ­
c a l ly  predeterm ined c o s t s ,  normally developed through
22en g in eerin g  or tim e study a n a ly s is ."  In  p r a c t ic e ,  care 
must be taken to  understand the type o f  standard which i s  
being used , s in c e  some standards may be more or l e s s  an 
ex p ression  o f  id e a l  c o s ts  which rep resen t an estim a te  o f  
what c o s ts  would be i f  near p e r fe c t  co n d itio n s  were 
approximated. On th e o th er  hand, standards may be s e t  on 
the b a s is  o f  what c o s ts  are expected  to  be under current 
c o n d it io n s . More o f te n , standards rep resen t what c o s ts  
should b e, based upon an average or normal s e t  o f  oper­
a tin g  circum stances.
Standard c o s ts  en ter  in to  the books o f  account as 
th e a c tu a l c o s ts  or as what a c tu a l c o s ts  should b e. Vari­
a t io n s  from standard are s e t  out in  a a e r ie s  o f  variance  
a cco u n ts , "are analysed  c a r e fu l ly ,  and, w ith lo c a l i s e d  re­
s p o n s ib i l i t y ,  attem pts are made to  account fo r  and co rrec t
^^Hennessy, o p . c i t . . p.  336.
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23th e i n e f f i c i e n c i e s . " Standard c o s ts  serve  management 
in  a v a r ie ty  o f  ways. They en ter  in to  th e c o n s id e r a tio n  
o f  p r ic in g  problem s, th ey  serve  in  th e  p lann ing  fu n c t io n ,  
and they p lay  a s ig n i f ic a n t  r o le  in  th e c o n tr o ll in g  o f  
o p e r a tio n s . To some a u th o rs , th e  standard c o s t  o f  a 
product i s  the tru e  c o s t  o f  th e p rod uct, s in c e  the  
standard c o s t  i s  not a f f e c te d  by th e p e r io d ic  o s c i l ­
la t io n s  in  var iou s o f  th e c o s t  f a c to r s .
Van V oorh is, Dunn, and McCameron c o n tr a st  e s t i ­
mated c o s t  system s and standard c o s t  system s as fo llo w s :
F i r s t ,  standard c o s t s — i f  p rop erly  s e t — are  
l i k e l y  to  be more s c i e n t i f i c  than estim ated  
c o s t s .  Second, th e  main purpose o f  an e s t i ­
mated c o s t  system  I s  to  g e t  a c lo s e  ap proxi­
m ation o f  th e  a c tu a l c o s t  o f  prod uction  
w ith ou t th e more e la b o ra te  work o f  a com plete  
h i s t o r i c a l  c o s t  system ; whereas in  a standard  
system  th e  primary purpose i s  to  e s ta b l is h  a 
"true" c o s t  th a t  can be used a s  a measure o f  
perform ance. T hird , th e v a r ia n ces  from 
standard c o s t  are viewed as d if fe r e n c e s  between  
what a c tu a l c o s t s  were and what they should  
have been . The primary purpose o f  th e varian ce  
accoun ts in  estim ated  c o s t  sy stem s, on th e  
o th er  hand, i s  to  show th e amount by which th e  
e s tim a te s  are in  error and hence should be cor­
r e c te d . *4
H ennessy, in  co n sid er in g  th e  advantages o f  th e  
predeterm ined c o s t  system s, estim ated  c o s t s  and standard
^ D e v in e , o£ . c i t . . p . 570.
24-Robert H. Van V oorh is, C larence L. Dunn, and 
F r i t s  A. McCameron, U sing A ccounting in  B u sin ess (Belm ont, 
C a lifo r n ia :  Wadswortn P u b lish in g  C o., ly 6 2 J , p . 136.
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c o s t s ,  p rovid es an appropriate summary o f  the u se fu ln e ss
o f  such o o st estim a tio n  In the o rg a n isa tio n :
P lanning . With th e a id  o f  a predeterm ined  
c o s t  system , management can e a s i ly  develop  
p r o je c tio n s  o f  fu tu re  earn ings based on 
r e a l i s t i c  ev a lu a tio n s  o f  c o s t s .
C on tro l. Predeterm ined c o s t  system s perm it 
th e  autom atic p rep aration  o f  co n tro l rep orts  
based on th e  p r in c ip le  o f  ex cep tio n , h ig h -  
l ig h t in g  only  th ose  fa c t s  th a t requ ire manage­
ment a c t io n .
P r ic in g , (a ) Improvements in  op eratin g  methods 
are im m ediately r e f le c te d  in  th e varian ce ac­
cou n ts, enab ling  management to  respond q u ick ly  
to  any p r ic e  advantage i f  th e product markets 
are reasonably e l a s t i c ,  (b ) With an accu rate  
p ic tu r e  o f  th e co n tr ib u tio n  th a t each product 
makes to  f ix e d  c o s t s ,  management I s  ab le  to  
make in t e l l ig e n t  and s e le c t iv e  prloe-volum e  
d e c is io n s , ( c )  C osts are not d is to r te d  by 
temporary ohanges In volume, (d) Management 
I s  not m isled  In to  changing p r ic e s  when h igh er  
or low er c o s ts  r e s u lt  m erely from non-recurring  
s h i f t s  in  e f f ic ie n c y  l e v e l s  or unusual procure­
ment s i t u a t io n s .25
V. COST ASSIGNMENT AND RELATED COST CONCEPTS
I d e a l ly ,  as c o s ts  exp ire  and p ass In to  the matching 
p rocess o f  Income d eterm in ation , they a l l  a ttach  to  u n its  
o f  output s in c e  a l l  o f  th e  e f f o r t s ,  represen ted  by c o s t s ,  
w ith in  a b u s in ess  are undertaken w ith  th e u ltim a te  o b jec­
t iv e  o f  producing some u n it o f  ou tp ut. The assignm ent o f  
a l l  c o s ts  to  a p a r t ic u la r  u n it  or u n its  o f  p rod uction , 
however, In  most o a se s , rep resen ts  a th e o r e t ic a l ly  id e a l
^^Hennessy, £ £ . c i t . , p . 337.
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o b je c t iv e  th a t In p r a c t ic e  meets w ith  Im p o ss ib ility  or 
I m p r a c t ic a b ility . Thus, in  p resen t p r a c t ic e ,  c o s ts  are  
I d e n t if ie d  w ith  or a ssig n ed  to  products or s e r v ic e s ,  de­
partm ents, o r  tim e p e r io d s . S p e c ia liz e d  c o st  concepts  
used In  accounting  in  connection  w ith  the assignm ent or 
a tta c h in g  o f  c o s ts  In clu d e:
D irec t Cost 
Traceable Cost 
I n d ir e c t  Cost 
Absorbed Cost 
F u ll  Cost
A llo ca ted  (Prorated) Cost 
Period (Time) Cost 
Product Cost 
J o in t  Cost 
Separable Cost 
Common Cost
"D irec t c o s ts  are th ose  c o s t s  ob v iou sly  tra cea b le
2 6to  a u n it  o f  output or segment o f  b u sin ess  o p era tio n s ."  
There i s  no d is t in g u ish in g  d iffe r e n c e  between th e concept 
o f  d ir e c t  c o s ts  and tr a c e a b le  c o s t s , s in c e  tr a c e a b le  c o s ts  
a ls o  r e fe r  to  c o s ts  th a t can be traced  to  a u n it  o f  output 
o r  segment o f  the b u s in e ss . D irec t c o s ts  are d istin g u ish ed  
from in d ir e c t  c o s t s , which are c o s ts  "not r e a d ily  id e n t i­
f ia b le  or incurred  as th e r e s u lt  o f  the production  o f  
s p e c i f i c  goods or s e r v ic e s ,  but a p p lica b le  to  a p roductive
^A m erican Accounting A sso c ia tio n , Committee on 
Cost Concepts and Standards, "Report o f  th e Committee on 
Cost Concepts and Standards,"  p. 177*
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27a c t iv i t y  g e n e r a lly . m In d ir e c t  c o s ts  are commonly 
thought o f  as being I d e n t ic a l  w ith overhead c o s ts  s in c e  
in  a ccou n tin g , overhead item s are tr ea ted  as In d irec t  
c o s t s .  As noted above, however, overhead g e n e r a lly  in ­
c lu d es item s th a t are d ir e c t  in  nature and could be 
tr ea ted  a s  such, i f  p r a c tic a l*
At p resen t the concept o f  d ir e c t  and in d ir e c t  
c o s t  lea d s  to  some con fu sio n , s in c e  the advocates o f  
d ir e c t  c o s t in g  o fte n  use th e  term d ir e c t  c o s ts  to  d es ig ­
nate c o s ts  th a t vary w ith a c t iv i t y .  This usage o f  d ir e c t  
c o s ts  i s  u n fo rtu n a te , s in ce  th e c o s t  concepts Involved in  
d ir e c t  c o s t in g  are th ose o f  f ix e d  c o s ts  and v a r ia b le  c o s t s ,  
ra th er  than d ir e c t  c o s ts  and in d ir e c t  costs*  While I t  i s  
very o fte n  tru e th a t the d ir e c t  c o s ts  are a lso  v a r ia b le  In  
n atu re, th e concepts o f  d ir e c t  c o s ts  and v a r ia b le  c o s ts  
do not rep resen t an id e n t ic a l  concept.
D irec t c o s t s  have varied  u se fu ln e ss  to  management. 
From th e stan d poin t o f accu rate  c o s t in g , i t  i s  d e s ir a b le  
to  have as la rg e  a p art o f  the t o t a l  co st o f  the product 
d ir e c t ly  measured as p o s s ib le .  Control o f  departm ental 
a c t i v i t i e s  c e n ter s  on th ose c o s ts  th a t are d ir e c t  w ith  
re sp e c t to  th a t segment o f  th e b u s in e ss . F in a lly ,  d ir e c t
^ K o h le r , o£. o l t . . p . 254
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o o s ts  en ter  In to  th e com putation o f  c o s ts  re lev a n t to  a 
v a r ie ty  o f  b u sin ess  d e c is io n s .
On th e o th er  hand, however, the p r a c t ic a l  a p p li­
ca tio n  o f  th e d ir e c t  c o s t  concept o fte n  lea d s  to  d i f f i ­
c u l t i e s ,  and c e r ta in  c o s ts  th a t are d ir e c t  by 
c h a r a c te r is t ic  are tr ea ted  as In d ir e c t In p r a c t ic e  due
to  the expense or d i f f i c u l t y  encountered In th e attem pts
23to  account fo r  them. The r e la t iv i t y  o f  the terms d ir e c t  
c o s t  and In d ir e c t  c o s t  should be c le a r ly  understood. 
Whether a c o s t  I s  d ir e c t  or In d ir e c t  In nature I s  not an 
a b so lu te  m atter, but must be determ ined w ith in  the par­
t ic u la r  s i tu a t io n  under co n s id e ra tio n . "Whereas c e r ta in  
c o s ts  may be In d ir e c t  r e la t iv e  to  product, they may be
d ir e c t  to  o th er  o b je c ts ,  such as machine, an op era tio n ,
29or a departm ent."
"An absorbed co st i s  th e  amount o f  c o s t  th a t i s
30a ssig n ed  as a c o st  o f  th e product."  T h is concept o f  
c o s t  a r is e s  in  connection  with the method o f  ab sorp tion  
c o s t in g  In which a l l  elem ents o f  m anufacturing overhead
2*Bennlnger, 0 £ . c i t . . p . 293*
^A m erican Accounting A sso c ia t io n , Committee on 
Cost Concepts and Standards, "Report o f  the Committee on 
Cost Concepts and Standards,"  p . 173.
3°Robert N. Anthony, Management Accounting—Text 
and Oases (R evised  E d itio n ; Homewood, I l l i n o i s ! R i c h a r d  
IT. Irw in , I n c . ,  I 9 6 0 ) , p . 422.
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are accumulated as a coat o f  th e product as w e ll  as the  
d ir e c t  lab or and d ir e c t  m a te r ia ls , and are Included In  
th e  r e s u lt in g  Inventory c o s t .  T his approach I s  freq u en tly  
re ferred  to  as f u l l  c o s t in g , s in c e  th e c o s t  o f  th e product 
r e f l e c t s  th e t o t a l  o f  th e  m anufacturing c o s t .  The concept 
o f  f u l l  co st and the r e la te d  theory o f  f u l l  c o s t in g , how­
ev er , extend beyond th e  co n sid era tio n  o f  manufacturing  
c o s ts  and "envisages a p rocess wherein more and more o f  
th e  exp en d itures o f  th e firm  commonly c la s s i f i e d  as  
s e l l in g  and a d m in is tr a tiv e , w i l l  be more p r e c is e ly  r e la te d  
to  In v en to r ie s  and c o st  o f  goods s e ld ." ^
The concept o f  a llo c a te d  c o s ts  r e fe r s  to  th o se  
c o s t  elem ents th a t cannot be id e n t i f ie d  w ith a product 
or a c t iv i t y  w ith in  the b u sin ess  but th a t ,  n e v e r th e le s s , 
are charged to  a product or department on some reasonable  
b a s is .  T his concept o f  c o s t  a r is e s  in  con n ection  with  
th e p resen t-d ay  need to  in cu r a wide v a r ie ty  o f  c o s ts  in  
th e m anufacturing p rocess th a t do not have a d ir e c t  bear­
in g  on a g iven  product or department. A llo ca ted  c o s t  
bears a c lo s e  r e la t io n sh ip  to  in d ir e c t  c o s t ,  s in c e  in ­
d ir e c t  c o s ts  are th e c o s t  type u su a lly  a l lo c a te d . But 
the concept o f  a llo c a te d  c o s t  and the r e la te d  p rocess o f  
co st a l lo c a t io n  may be ap p lied  to  d ir e c t  c o s ts  as w e ll  as
3lB«nnlDe. r ,  o p .  c i t . ,  p .  2 6 1 .
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In d ir e c t  c o s t s  as I t  I s  In th e p rod u ction  o f  j o in t  
p rod u cts. A llo ca te d  c o s t s  are a ls o  re ferr ed  to  a s  pro­
ra ted  c o s t s  In th e l i t e r a t u r e  o f  a ccou n tin g .
"A p eriod  c o s t  I s  an expense th a t  a tta c h e s  to  th e
p e r io d ,"  and "A product c o s t  i s  one th a t  a tta c h e s  to  th e
32product and i s  in v e n to r ia b le ." P er io d , or t im e , c o s ts  
are Incurred r e g a r d le s s  o f  th e  volume o f  p rod uction  and 
are  viewed as a fu n c tio n  o f  tim e , s in c e  I t  I s  im p o ss ib le  
or im p r a c tic a l to  I d e n t ify  such c o s t s  w ith  p a r t ic u la r  
u n it s  o f  p rod u ction . In  th e income sta tem en t, p eriod  
c o s t s  are d ed u ction s from g ro ss  p r o f i t  ra th er  than a por­
t io n  o f  th e  c o s t  o f  goods s o ld . As p r e v io u s ly  in d ic a te d ,  
id e a l ly ,  from a c o s t in g  v iew p o in t, th ere  would be no 
p eriod  c o s t s ,  and a l l  c o s t s  would a tta c h  to  a product as  
product c o s t s .
The nature o f  th e m anufacturing o p era tio n s or the  
c h a r a c te r is t ic s  o f  p rod uction  o f  a p a r t ic u la r  product or  
products o f te n  le a d s  to  d i f f i c u l t i e s  o f  a tta c h in g  or id en ­
t i f y in g  c o s t s  w ith  p a r t ic u la r  u n it s  o f  p rod u ction . "A 
.jo in t c o s t  o r ig in a te s  when two or more d is t in g u ish a b ly  
d if f e r e n t  products are crea ted  from a s in g le  c o s t  f a c t o r ." ^
32james T. Johnson, "Period C ostin g  Versus Product 
C osting" (Unpublished Ph.D. d is s e r t a t io n .  D ept, o f  Ac­
co u n tin g , L ouisiana S ta te  U n iv e r s ity , 1 9 5 8 ), p . 31.
^ M a ts , Curry, and Frank, 0 £ .  c i t . . p . 416.
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The major c h a r a c te r is t ic  o f  th e jo in t  c o s t  " is  the fa c t  
th a t the c o s t  o f  th e sev e ra l d if fe r e n t  products i s  incurred  
in  a t o t a l  in d iv i s ib le  sum fo r  a l l  o f  th e products and not 
fo r  each product in d iv id u a lly ." 3^ J o in t c o s ts  are to  be
d is t in g u ish e d  from separable c o s t s , which are c o s ts  "that
35may be id e n t i f ie d  w ith a p a r t ic u la r  product."
J o in t  c o s ts  are freq u en tly  taken to  be the same as
common c o s t s , which are "the c o s ts  o f  f a c i l i t i e s  or
s e r v ic e s  employed in  the output o f  two or  more o p era tio n s ,
36com m odities, or s e r v ic e s ."  The s ig n if ic a n t  d iffe r e n c e  
between th e two concepts i s  th a t jo in t  c o s ts  are in d iv i s i ­
b le ,  whereas common c o s ts  are capable o f  d iv is io n  and 
a l lo c a t io n  among products or s e r v ic e s  s in c e  each o f  th e  
in d iv id u a l products or s e r v ic e s  eould have been obtained
w ithout the sim ultaneous production  o f  the two or more
37products or s e r v ic e s .
The p rooess o f  a l lo c a t in g  jo in t  a o s ts  to  s p e c i f ic  
products J o in t ly  produoed cannot be made on th e b a s is  o f  
r e s p o n s ib i l i ty  or b e n e fit  which serve as the usual ac­
counting bases o f  a l lo c a t io n  and assignm ent o f  c o s t s .
34I b id .
35xoh ler , o£ . c i t . . p . 434*
36 ib ld . . p . 102.
37j(ats, Curry, and Frank, £j>. c i t . . p . 410.
80
Thus the methods designed fo r  the a l lo c a t io n  o f  Jo in t costs  
are defended by o th er  c o n s id e r a tio n s . The fo llo w in g  
methods have been used in  th e accounting a l lo c a t io n  o f  
j o in t  c o s t s :
1 . The market value method, based on th e  
r e la t iv e  market value o f  the in d iv id u a l  
product.
2. The q u a n tita t iv e  or p h y s ica l u n it  method, 
based on some p h y s ic a l measurement such 
as w eigh t, l in e a r  measure, or volume.
3. The average u n it  c o s t  method.
4 . The w eighted average method, based on  ^
predeterm ined standards o f  p roduction .
VI. COST CONTROL AND RELATED COST CONCEPTS
The ex ten sio n  o f  the gen era l n otion  o f  c o s t  in  
accounting was sa id  to  enable th e accountant to  be o f  
g re a ter  se r v ic e  to  management in  the r e la te d  a c t i v i t i e s  
o f  p lanning and c o n tr o ll in g . The r o le  o f  th e  concepts  
o f  estim ated  and standard c o s ts  In th e c o n tr o ll in g  func­
t io n  have a lread y  been d isc u sse d . Three fu r th er  c o st  
concepts which bear on th e co n tro l o f  e n te r p r ise  a c t i v i ­
t i e s  need to  be considered  a t  t h is  tim e. These are: 
C o n tro lla b le  Cost
N on con tro llab le (U n co n tro lla b le ) Cost 
R e sp o n s ib ility  Cost
38por a d isc u ss io n  o f  th ese  methods, see  Matz, 
Curry, and Frank, oj>. c i t . ,  p . 417.
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"C o n tro lla b le  co a ts  are th ose  co a ts  su b ject to
d ir e c t  c o n tr o l a t  some l e v e l  o f  management su p e rv is io n ,"
w hereas, "U n con tro llab le  c o s ts  are th ose  c o s ts  not su b jec t
39to  co n tr o l a t some l e v e l  o f  m anagerial a u th o r ity ."  The 
c o n tr o lla b le -n o n c o n tr o lla b le  concepts o f  c o s ts  are r e la ­
t iv e  concepts th a t must be taken w ith resp ect to  tim e as  
w e ll as w ith  re sp ect to  o r g a n iza tio n a l l e v e l  o f  a c t iv i t y .  
Over long p er iod s o f  tim e, a l l  c o s ts  approach c o n tr o lla ­
b i l i t y  s in c e , i f  the tim e period  i s  extended to  be th e
e n t ir e  l i f e  o f  the b u s in e ss , a l l  c o s ts  would come in to
40th e c o n tr o lla b le  ca tegory . At the same tim e, a c o st  
may be u n co n tro lla b le  a t  one o rg a n iza tio n a l l e v e l ,  whereas 
i t  may be c o n tr o lla b le  a t  the next h igh er l e v e l  in  the  
o rg a n lza tio n .
These concepts are most u se fu l a t  the f i r s t  or  
middle l e v e l s  o f  management where the c o s t s  o f  an a c t iv i t y  
Include th ree  groups o f  c o s t  item s:
1 . Item s o r ig in a t in g  s o le ly  In th a t department.
2. S erv ice  item s, the use o f  which i s  d e ters  
mined by th e o p era tio n , but th e u n it  c o st  
o f  which o r ig in a te s  s o le ly  in  another de­
partm ent.
^A m erican Accounting A sso c ia tio n , Committee on 
Cost Concepts and Standards, "Report o f  the Committee on 
Cost Concepts and Standards,"  p. 179*
^ D e v in e , op. c i t . . p . 566.
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3* Prorated item s, the amount and c o s t  o f
which o r ig in a te s  in  another departm ent.^1
The department manager can properly  be h eld  re­
sp o n sib le  on ly  fo r  th e c o s t  o f  item s o r ig in a tin g  s o le ly  
in  h is  department and fo r  th e amount (but not the u n it  
c o s t)  o f  s e r v ic e s  used from o th er  departm ents. Prorated  
item s are beyond th e co n tro l o f  th e departm ental manager.
C o n tro lla b le  c o s ts  are not the same as v a r ia b le  
c o s t s ,  and n o n co n tro lla b le  c o s ts  are not the same as  
f ix e d  c o s t s ,  s in c e  c e r ta in  f ix e d  c o s ts  can be c o n tr o lled  
a t  th e ir  sou rce- Examples o f  th e f e a s i b i l i t y  o f  co n tr o l­
l in g  c e r ta in  f ix e d  c o s ts  are g iv en  by H e n r ic i.^ 2 At the  
same tim e, c e r ta in  v a r ia b le  c o s ts  may not be c o n tr o lla b le  
w ith  resp ect to  a g iven  a c t iv i t y  due to  th e im p ractica­
b i l i t y  o f  measuring the c o s ts  to  s p e c i f i c  departm ental 
a rea s.
C lo se ly  r e la te d  to  the concept o f  c o n tr o lla b le  
c o s ts  i s  the concept o f  r e s p o n s ib i l i ty  c o s t s . The u s e fu l­
ness o f  t h i s  concept depends on th e view th a t c o st  minimi­
z a tio n  and co n tr o l depend on "the o rg a n iza tio n  o f  co st
^Wyman P. F isk e , "The Nature o f  Cost and I t s  
U ses,"  N.A.C.A* B u l le t in , m i l  (1942), 985.
^ S ta n le y  B. H en r ic i, Standard Costa fo r  Manage­
ment (F ir s t  e d it io n ;  New York: McGraw-Hill Book Co. ,
t n c . , 1947)$ PP» 263-264.
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data in  terms o f  th e persons d ir e c t ly  re sp o n sib le  fo r  the  
incurrence o f  th e c o s t s . I n  accordance w ith t h is  view , 
a u th o r ity  to  in cu r c o s ts  im p lie s  a sim ultaneous re sp o n si­
b i l i t y  to  fo llo w  through to  determ ine th e  r e su lt in g  pro- 
44d u c t iv ity .  C lea r ly , th e  a p p lic a t io n  o f  " r e s p o n s ib ility  
accounting" must r e s t  on the d is t in c t io n  o f  c o n tr o lla b le  
and n o n co n tro lla b le  c o s ts , fo r  th ere can be no re sp o n si­
b i l i t y  fo r  c o s ts  th a t are o u ts id e  th e realm o f  c o n tr o lla ­
b i l i t y  w ith in  a p a r t ic u la r  a c t iv i t y .
V II. COST BEHAVIOR AND RELATED COST CONCEPTS
Some o f  th e most u se fu l c o s t  concepts o f  accounting  
are r e la te d  to the manner in  which c o s ts  behave with re­
sp ect to  changes in  th e l e v e l  o f  firm  a c t iv i t y .  T his  
u se fu l group o f  co st concepts in c lu d e s:
F ixed Cost
V ariab le Cost
Sem i-V ariable (Sem i-Fixed) Cost
Standby Cost
Programmed (Committed) Cost
The concepts o f  f ix e d  co st and v a r ia b le  co st are  
probably th e most u s e fu l  o f  th e s p e c ia l iz e d  accounting  
concepts o f  c o s t ,  and are fundamental in  th e d isc u s s io n s
^C lem ent L. S tan ford , "Cost M inim isation  and 
C ontrol a s  a F unction  o f  Cost A ccounting,"  The Accounting  
Review, m i l  (1 9 4 8 ), 33-
^ Ib id .
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o f  alm ost a l l  modern accounting l i t e r a t u r e .  "Fixed c o s ts
are th ose  c o s ts  which do not change in  t o t a l  as the ra te
o f  output o f  a concern or p rocess v a r ie s ,"  and "V ariab le  
co a ts  are th ose  c o s ts  which do change in  t o t a l  w ith  
changes in  the ra te  o f  o u t p u t . T h e  terms f ix e d  and 
v a r ia b le , as ap p lied  to  c o s t  as a fu n ctio n  o f  volume, 
must be conceived  o f  as r e la t iv e  ra th er  than a b so lu te  
term s. I f  a s u f f i c ie n t ly  la rg e  change occurs in  the  
volume o f  ou tp u t, alm ost a l l  c o s ts  w i l l  vary. On the  
oth er  hand, i f  th ere  i s  a sm all change, i t  may be d i f f i ­
c u lt  to  id e n t ify  and measure any change in  th e t o t a l  c o s t .  
Fixed and v a r ia b le  c o s ts  are not to  be regarded as func­
t io n s  o f  c a p a c ity , and, con seq u en tly , are understood to  
apply in  any g iven  case to  an assumed or re lev a n t range 
o f  ou tp u t. Thus, a c o s t  d esign ated  a s  f ix e d  w ith  re sp ect
to  volume o fte n  v a r ie s  w ith  resp ect to  p lan t s iz e  or
c a p a c ity . F ixed c o s t s ,  th en , should not be regarded as  
c o s ts  th a t do not f lu c tu a te  or vary, but a3 c o s ts  th a t  
do not f lu c tu a te  or vary w ith  re sp ec t to  volume o r  a c t iv ity .
The tern s  sem i-v a r ia b le  or sem i-fix ed  are o fte n  
used by accountants to  d esig n a te  c o s ts  th a t vary , but not 
in  d ir e c t  p rop ortion  to  volume. S ince few c o s ts  except
^ A m e r i c a n  Accounting A sso c ia t io n , Committee on 
Cost Concepts and Standards, "Report o f  th e Committee on 
Cost Concepts and Standards,"  p . 176.
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d ir e c t  m ateria l co sta  conform to  th e  concept o f  propor­
t io n a l  v a r ia t io n , i t  seems th a t i t  i s  more su ita b le  to  
recogn ize  the fa c t  th a t v a r ia b le  c o s ts  may vary in  w idely  
d if f e r in g  d eg rees, and to  thereby Include th e concepts o f  
sem i-v a r ia b le  and sem i-fix ed  c o s ts  in  the gen era l d e f i ­
n it io n  o f  v a r ia b le  c o s t s . ^  In  p r a c t ic e ,  c o s ts  th a t  
behave in  a manner such as to  in d ic a te  th a t elem ents o f  
v a r ia b i l i t y  as w e ll  as in v a r ia b i l i t y  are Included may be
reso lv ed  In to  th e ir  f ix e d  and v a r ia b le  components by
47s t a t i s t i c a l  methods.
S ince th e t o t a l  o f  f ix e d  c o st  remains con stan t as 
volume changes, the f ix e d  co st per u n it  v a r ie s  in v e r se ly  
w ith th e  volume o f  p rod uction . T his behavior i s  s i g n i f i ­
cant in  th e a n a ly s is  o f  id le  cap a c ity  and p rovid es an 
in s ig h t  in to  d e c is io n s  a f fe c t in g  th e u t i l i z a t io n  o f  p lan t  
f a c i l i t i e s .  On the o th er hand, s in c e  th e  t o t a l  o f  v a r i­
a b le  c o s ts  v a r ie s  as volume v a r ie s ,  th e u n it v a r ia b le  c o st  
may be constant i f  th e t o t a l  change i s  p ro p o rtio n a l, or  
i t  may be somewhat ir r e g u la r , depending on th e behavior  
o f  the t o t a l  change as a c t iv i t y  v a r ie s .
^ T h is  i s  in  accordance w ith  the view taken by 
th e Committee on Cost Concepts and Standards o f  th e  
American Accounting A sso c ia tio n .
^?These methods in c lu d e  th e  h igh-low  average  
method, the sca tterg ra p h , and the method o f  l e a s t  squares. 
For a d isc u ss io n  o f  th e se  methods, see Matz, Curry and 
Frank, op. o i t . ,  pp. 535-543.
In  con ju n ction  w ith  the concept o f  f ix e d  c o s t s ,  
accoun tan ts have produced a t  l e a s t  two concepts o f  c o s ts  
th a t are f ix e d  in  natu re, though not norm ally r e la te d  to  
a c t iv i t y .  These are th e concepts o f  programmed c o s t s , 
which are sometimes re ferred  to  a s  committed c o s t s ,  and 
standby c o s t s . "Programmed c o s ts  are incurred  fo r  c e r ta in
id
tim e p eriod s by s p e c i f ic  m anagerial p o lic y  d e c is io n s ."  
Examples o f  such c o s t s ,  th a t are f ix e d  as a fu n ctio n  o f  
management d e c is io n  ra th er  than volume, are research  and 
development c o s ts  and a d v e r t is in g  expense. C osts o f  t h is  
kind are not incurred  d ir e c t ly  fo r  production  and oper­
a t io n s  and are budgeted and c o n tr o lle d  by means o f  appro­
p r ia t io n s . "Standby c o s ts  are c o s t s  th a t management 
d es ig n a te s  as n ecessary  to  continue even a t  0 volume o f  
a c t iv i t y ,  provided th a t  a return  to  normal op eratin g
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l e v e l s  i s  expected  w ith in  two or th ree  months." The 
t o t a l  o f  standby c o s ts  would be r e la t iv e ly  f ix e d , a s  I s  
i l lu s t r a t e d  by the c o s ts  th a t would be continued during  
an extended s t r ik e .
^ G regory M. Boni and V ic to r  H. Brown, " D ecision -  
Making C osts: T heir Assembly and P re sen ta tio n ,"  Account­
ant*^ E n cyclop ed ia . E d ito r ia l  Board o f  P re n tic e -H a ll  
P r o fe ss io n a l Accounting P u b lic a tio n s  (Englewood C l i f f s ,
N. J . :  P r e n t ic e -H a ll, I n c . ,  19 6 2 ), Volume I I ,  p. 4 6 7 *
The a p p lic a t io n  o f  d ir e c t  c o s t in g  demands a sepa­
r a t io n  o f  f ix e d  and v a r ia b le  c o s t s ,  and "D irect co stin g  
should be d efin ed  as a seg reg a tio n  o f  manufacturing c o s ts  
between th ose  th a t are f ix e d  and th o se  which vary d ir e c t ly  
w ith  v o l u m e . I t  would seem, th en , th a t v a r ia b le  c o s t ­
in g  would be a more appropriate name fo r  th e method o f  
d ir e c t  c o s t in g . A d d it io n a lly , th e  concepts o f  f ix e d  and
v a r ia b le  c o s ts  "provide a p ic tu r e  o f  how th e e n te rp r ise
51i s  s e t  up co stw ise  fo r  o p era tio n s ."  And th is  p ic tu r e  
i s  e s s e n t ia l  to  the co n sid era tio n  o f  such m atters a s :
1 . The determ in ation  o f  break-even p o in ts  
and r e la te d  cost-volum e a n a ly se s .
2. The d eterm ination  o f  the r e la t iv e  p r o f ita ­
b i l i t y  o f  d if fe r e n t  p rod u cts, branches, 
c la s s e s  o f  custom ers, and salesm en.
3 . The determ in ation  o f  how much can be 
p r o f ita b ly  spent on a d d it io n a l s e l l in g ,  
m erchandising, and a d v e r t is in g  e f f o r t ,
4 . The determ in ation  o f  op eratin g  e f f i ­
c ie n c ie s ,  minimum p r ic e s ,  and product c o s t s .
5. The form ulation  o f  the f l e x ib l e  budget which 
serv es  in  the a n a ly s is  o f  standard c o s t  v a r i­
an ces.
6 . The determ in ation  o f  co n tr ib u tio n  to  p r o f it  
and r e la te d  m atters o f  shutdown or d iscon ­
t in u in g  products and departm ents.
50W. W. N elkerk, "How D irec t C osting Can Work fo r  
Management," N.A.C.A. B u l le t in . IIXTI (1 9 5 1 ), 525.
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W hile i t  has become a gen era l co n c lu sio n  th a t  the
f ix e d  and v a r ia b le  concepts o f  c o s t  are a p r a c t ic a l  t o o l ,
and, as p rev io u sly  in d ic a te d , th e concepts assume a
c e n tr a l r o le  in  accoun tin g  l i t e r a t u r e ,  i t  i s  appropriate
to  note th a t some accountants have recogn ized  some o f  the
52l im ita t io n s  o f  th e f ix e d -v a r ia b le  concept in  p r a c t ic e .
V III . BUSINESS ALTERNATIVES AND RELATED COST CONCEPTS
In  recen t years the accountant*s r o le  in  th e  
decision -m aking p ro cesse s  o f  th e firm  has become in c r e a s ­
in g ly  im portant. In  order to  prepare th em selves b e t te r  
fo r  p rov id in g  the ap propriate c o s t  a n a ly s is  e s s e n t ia l  to  
a wide v a r ie ty  o f  decision -m aking s i t u a t io n s ,  accountants  
have become in c r e a s in g ly  in te r e s te d  in  a group o f  r e la te d  
c o s t  concepts which, though some were i n i t i a l l y  form ulated  
in  th e  realm o f  econom ics, have become an e s s e n t ia l  ex ten ­
s io n  o f  th e  gen era l concept o f  c o s t  in  accou n tin g . T his  
f in a l  group o f  c o s t  concepts In c lu d es:




D if f e r e n t ia l  Cost
^^3ee, fo r  exam ple, R olfe Wyer, "Replacing th e  
Myth o f  F ixed and V ariab le C o sts ,"  N.A.C.A. B u l le t in . XXXT 
(1 9 5 6 ), pp. 353-361, and W illiam  J . M atter, " f a l lor-Making  
Cost Data fo r  S p e c if ic  U ses,"  N.A.C.A. B u l le t in . XXXV 
(1 9 5 4 ), PP. 1691-1707.
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Increm ental Cost 
A lte r n a tiv e  Cost 
Sunk Cost
Though In ap p rop riate  a s  a member o f  th e group o f  
o th er  c o s t  con cep ts Included  In t h i s  s e c t io n ,  th e  concept 
o f  u n it  c o s t s  I s  con sid ered  a t  t h i s  tim e due to  th e fa c t  
th a t  u n it  c o s t s  are an In app rop riate gu ide to  most b u s i­
n ess  d e c is io n s  and stand  as a m islea d in g  a l t e r n a t iv e  to  
th e  o th er  c o s t  con aep ts con sid ered . In  broad usage the  
concept o f  a u n it  c o s t ,  o f  co u rse , r e fe r s  to  th e r e s u lt  
ob ta in ed  by d iv id in g  a t o t a l  c o s t  by th e number o f  u n it s  
produced or o th er  r e la te d  b a se . More s p e c i f i c a l l y ,  u n it  
c o s t  r e fe r s  to  th e t o t a l  m anufacturing c o s t ,  In c lu d in g  
d ir e c t  m a te r ia ls , d ir e c t  la b o r , and m anufacturing overhead  
a s s o c ia te d  w ith  a u n it  o f  output o r  o th er  u n it  o f  pro­
d u c tio n , a s  machine h ou rs, th a t  I s  most c lo s e ly  a s s o c i ­
a ted  w ith  th e Incurrence o f  th e c o s t .
U nit c o s t s  are p a r t ic u la r ly  p e r t in e n t  to  th e  
p rep ara tion  o f  th e  f in a n c ia l  sta tem en ts In  th a t  th ey  are  
u t i l i s e d  In  e s ta b l is h in g  in ven tory  v a lu es  and In th e  d e te r ­
m ination  o f  p e r io d ic  net incom e. In  a d d it io n , u n it  c o s ts  
p rov id e a b a s is  fo r  com parative c o s t  a n a ly s is  o f  d i f f e r e n t  
p e r io d s , and fo r  th e  com parison o f  a c tu a l o p era tio n s  w ith  
predeterm ined stan d ard s. However, u n it  c o s t s  are inade­
quate fo r  dec i s  ion-m aking, s in c e  a u n it  c o s t  f ig u r e  M s  
m a te r ia lly  a f f e c te d  by volume o f  ou tp u t, len g th  o f  c o s t in g
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p eriod  used , and a b n orm alities  In Incurred c o s ts  and 
op eratin g  co n d itio n s  w ith in  th e p a r t ic u la r  c o s t in g  period."-^  
An imputed c o s t  " is  th e amount a ss ig n ed  fo r  the  
use o f  any prod uctive s e r v ic e  or b e n e f it  th a t has not
been e s ta b lish e d  by an o b je c t iv e  independent tr a n sa c tio n
54between su p p lie r  and u ser ."  Imputed c o s ts  do not in ­
vo lve an a c tu a l cash o u t la y , but a r e , n e v e r th e le s s , a 
forego in g  on the p art o f  th e person or persons whose 
c o s ts  are being c a lc u la te d . I n te r e s t  on p rop rietory  
in vestm ent, rent on company-owned f a c i l i t i e s ,  and s a la r ie s  
o f  ow ner-operators o f  s o le  p ro p r ie to rsh ip s  or p artn ersh ip s  
are the lea d in g  examples o f  imputed c o s t s .
While accountants have been u n w illin g  to  take 
imputed c o s ts  in to  the a ccou n ts, they have recogn ized  the
s ig n if ic a n c e  o f  imputed c o s ts  in  making c e r ta in  b u sin ess  
55d e c is io n s . Imputed c o s ts  should be considered  in  any 
d e c is io n  in v o lv in g  a d if fe r e n c e  in  fu tu re investm ent and 
should be taken in to  co n sid era tio n  in  d e c is io n s  in v o lv in g  
the replacem ent o f  equipment. A lso , imputed c o s ts  are 
s ig n if ic a n t  in  the "choice between a lte r n a t iv e  new
-^Clement L. S tan ford , £ £ . o l t . .  p. 32.
^^Van V oorhis, Dunn and McCameron, 0 £ . c i t . ,
p . 309.
^ S e e  Paul C. T ay lor, "Imputed C osts are Economic 
A c t u a l i t ie s ,"  N.A.C.A. B u l le t in . XXIV (1 9 5 3 ), pp. 216-217.
91
Investm ents and comparisons o f  departments or d iv is io n s  
o f  a b u sin ess  where the investm ents in f a c i l i t i e s ,  equip-
C £
ment, and in v e n to r ie s  are d if f e r e n t ."
Imputed c o s ts  are not p r e c is e ly  measurable in  
terms o f  an a c tu a l ca 3 h ou tlay  or the incurrence o f  an 
a c tu a l l i a b i l i t y .  For t h is  reason the fo reg o in g s are  
o fte n  measured as opportunity  c o s t s .
The concept o f  opportunity  c o s t  was developed in  
th e area o f  economics and was b r ie f ly  tr e a te d  in  the d is ­
cu ssio n  o f  th e economic concept o f  c o s t .  Accountants 
have adopted the con cept, however, and d e fin e  opportunity
c o s t  as "the measurable advantage foregone as a r e s u lt  o f
57th e r e je c t io n  o f  a lte r n a t iv e  uses o f  reso u rces ."  Like 
imputed c o s t s ,  opportunity  c o s ts  are not taken in to  the  
con ven tion al accounting records and do not in v o lv e  cash  
o u tla y s  a t  any tim e. "Accountants con fin e  th e ir  h is to r y  
to  th ose  a lte r n a t iv e s  s e le c te d  ra th er than to  those a l ­
te r n a t iv e s  r e je c te d , p rim arily  because i t  i3  e ith e r
56Van V oorhis, Dunn, and McCameron, o|>. c i t . . 
pp. 309-310.
^ A m e r ic a n  Accounting A sso c ia tio n , Committee on 
Cost Concepts and Standards, "Report o f  th e Committee on 
Cost Concepts and Standards,"  p . 176.
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im p ra ctica l or im p ossib le  to  accum ulate m eaningful data
58on 'what might have b e e n .tn
N ev e r th e le ss , 3 ln ce a d e c is io n  to  employ resou rces  
fo r  one purpose u su a lly  in v o lv e s  a r e je c t io n  o f  some 
a lte r n a t iv e  u se , the concept o f  opportunity  c o s t s ,  even
though d i f f i c u l t  to  c a lc u la te ,  provides a t l e a s t  "vague
59gu id ep osts  p o in tin g  to  d e s ir a b le  a c t io n ."  As in d ic a te d ,  
th e  concept o f  opportunity  c o st  may serve as a guide to  
th e measurement o f  imputed c o s t s — th e amount to  be imputed 
as rent on company-owned f a c i l i t i e s ,  fo r  example, i s  
in d ica ted  by the r e n ta l income th a t could have been earned 
had th e f a c i l i t i e s  been le a se d  to  another p arty .
The concepts o f  m arginal c o s t s , d i f f e r e n t ia l  c o s t s , 
and increm ental c o s ts  are a group o f  c lo s e ly  r e la te d  c o st  
concepts U3ed in  th e co n sid era tio n  o f  problems and de­
c is io n s  r e la te d  to  a c t iv i t y .  Marginal c o s t ,  which i s  
used p rim arily  by econ om ists, r e la t e s  changes in  c o s t  to  
in f in i t e s im a l  changes in  a c t iv i t y ,  and w i l l  be fu r th er  
considered  in  the fo llo w in g  chapter. S ince c o st  work 
seldom req u ires the re fin e d  p r e c is io n  o f  m arginal a n a ly s is ,
^ C h a r le s  T. Horngren, Cost Accounting— A Mana-
f e r ia l  FmPh f l « (Englewood C l i f f s ,  N. J . : )P ren t  T c e -k a ll , 
nc. i 3 8 8 .
^ D e v in e , op. c i t . . p.  568.
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accoun tan ts have p referred  to  d esign a te  the b a s ic  idea  
o f  m arginal c o s t  as increm ental or  d i f f e r e n t ia l  c o s t s .
" D if fe r e n t ia l  c o st  i s  th e d iffe r e n c e  in  co st o f  
op eratin g  a t  one l e v e l  o f  output as con trasted  to  oper­
a tin g  a t  some o th er l e v e l  o f  o u tp u t ." ^  Increm ental co st  
i s  d efin ed  as the change in  t o t a l  c o s t  " that accompanies 
th e a d d itio n  or  su b tra ctio n  o f  a u n it o f  o u tp u t ." ^  
D if f e r e n t ia l  c o s t  i s  sometimes regarded as being id e n t ic a l  
w ith  th e  concept o f  a lte r n a t iv e  c o s t  which i s  considered  
below , and accountants sometimes use th e concepts o f  
d i f f e r e n t ia l  c o s t  and increm ental c o st  in terch an geab ly .
The above d e f in i t io n s  are somewhat more p r e c ise  in  th a t  
d i f f e r e n t ia l  c o s t  and increm ental c o s t  are d is t in g u ish e d  
from a lte r n a t iv e  c o s t  by th e fa c t  th a t d i f f e r e n t ia l  or 
Increm ental c o s ts  are s p e c i f i c a l ly  r e la te d  to  a c t iv i t y .  
These d e f in i t io n s  a lso  a llow  a d is t in c t io n  to  be made 
between d i f f e r e n t ia l  c o st  and increm ental c o s t  in  terms 
o f  the s iz e  o f  the change in  a c t iv i t y .  The s in g le  u n it  
change in  a c t iv i t y  a s so c ia te d  w ith  Increm ental c o st  makes 
th e concept very near th e  econom ist*s m arginal c o s t  con­
c e p t . The la r g e r - th a n -a -s in g le -u n it  changes a sso c ia te d  
w ith  the concept o f  d i f f e r e n t ia l  c o st  make t h i s  concept
^ B en n in g er , oj>. c i t . . p.  296. 
^ K o h le r , 0£ .  c i t . . p.  253.
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more u s e fu l  In p r a c t ic a l  accounting a n a ly s i s ,  s in ce  volume 
changes are most o f te n  considered  in  terms o f  amounts 
la r g e r  than a s in g le  u n i t .
The d i f f e r e n t i a l  c o s t s  or increm ental c o s t s  a sso ­
c ia te d  w ith  any g iven  output would t y p ic a l ly  in clud e both 
" d irec t  and in d ir e c t  c o s t s ,  although d ir e c t  c o s t s  would
probably in  most ca ses  comprise a la r g e r  percentage o f  
62the t o t a l ."  S im ila r ly ,  th e  d i f f e r e n t i a l  or increm ental 
c o s t s  a s s o c ia te d  with any g iven  output would c o n s is t  o f  
both f ix e d  and v a r ia b le  c o s t s ,  but the v a r ia b le  c o s ts  
would comprise the g re a ter  percentage o f  the t o t a l .  In
f a c t ,  in  many s i t u a t io n s ,  the v a r ia b le  c o s t  w i l l  repre-
6 1sent the t o t a l  o f  th e  d i f f e r e n t i a l  c o s t .
A lte r n a t iv e  c o s t  i s  "the c o s t  under con d itio n s  
o th er  than th ose  cu rren tly  o b ta in in g , a s  from a change in  
production method, the use o f  a more e f f i c i e n t  machine, 
th e  s u b s t i t u t io n  o f  one raw m ater ia l fo r  another, a modi­
f i c a t io n  on a product s p e c i f i c a t io n  or Increase or decrease, 
whatever the cause , in  one or more component c o s t s .
Thus, In accordance with the d e f in i t i o n s  p rev io u s ly  g iven ,
^R ufua C. Rorem, " D if f e r e n t ia l  C osts ,"  The Ac­
counting Review. I l l  (1 9 2 6 ) , 334.
6 ^Mat», Curry, and Frank, o£ . c i t . ,  p . 762.
^♦Kohler, oj>. c i t . ,  p. 29.
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d i f f e r e n t i a l  or Increm ental c o s t s  are s p e c ia l  In stan ces  
o f  a l t e r n a t iv e  c o s t ,  s p e c i f i c a l l y  r e la te d  to the volume 
fa c to r  in  a b u s in e ss .  The a l t e r n a t iv e  c o s t  concept, then , 
i s  a broader concept r e la t in g  changes in  c o s t  to  a wide 
v a r ie ty  o f  f a c to r s .
M arginal, d i f f e r e n t i a l ,  increm enta l, or a l te r n a ­
t i v e  c o s t s  do not lend  them selves to  com pilation  in  the  
regu lar  system o f  accou n ts , nor do the conventional ac­
counting records d ir e c t ly  provide the amounts a s so c ia te d  
with th ese  concepts o f  c o s t .  However, co s t  a n a ly s is  
u t i l i z i n g  th ese  co st  concepts prov ides a u s e fu l  in s ig h t  
in to  a v a r ie ty  o f  b u s in ess  problems, some o f  which are:
1 . Whether or not to  p rocess  a by-product 
fu r th er .
2. Whether to  change production  methods.
3* Whether to  make or buy equipment, p a r ts ,  
or m a te r ia ls .
4* Whether to  rep lace  a s s e t s .
5. Whether to  accept an o f f e r  to  buy a l o t ,
req u ir in g  a d d it io n a l  a c t i v i t y ,  a t  a
reduced p r ic e .
Whatever the problem under co n s id e ra t io n , i t  i s  
e s s e n t i a l  th a t  the re lev a n t c o s t  fa c to r s  be i d e n t i f i e d  
and accorded appropriate treatm ent in  view o f  the p resent
or assumed s e t  o f  fu tu re  co n d it io n s  which are the environ­
ment o f  th e  problem under co n s id e ra t io n .
96
A f i n a l  coat concept o f  accounting th a t  may be 
considered  in  th ia  category o f  co a ts  r e la ted  to  b u s in ess  
d e c is io n s  i s  th e  concept o f  sunk c o s t . "Sunk c o s t s  are
h i s t o r i c a l  c o s t s  which are irreco v era b le  in  a g iven  s i t u -
65a t io n ."  More p r e c i s e ly ,  sunk c o s t s  are the unexplred  
or unamortised c o s t s  th at are Irrecoverab le  in  a g iven  
s i t u a t io n .  The c o s t  o f  d r i l l i n g  a dry o i l  w e l l  i s  o f te n  
c i t e d  as the b est  example o f  a sunk c o s t .  When an in v e s t ­
ment I s  made in  any productive  a s s e t ,  the in te n t io n  i s  to  
recover the a s s e t  through the production o f  net income or  
from the proceeds o f  the eventual s a le  o f  the a s s e t .  When 
the amounts rece ived  are l e s s  than the amount In vested ,
"an unrecovered ba lance , or sunk c o s t ,  r e m a i n s . S u n k  
c o s t s  are not p er t in en t  to d e c is io n s  in v o lv in g  fu tu re  a l ­
t e r n a t iv e s ,  s in ce  they in v o lv e  no fu ture expenditure nor 
do they represent a property from which funds can be 
rea lised *  Sunk c o s t s  are commonly encountered in  problems 
o f  rep la c in g  e x i s t in g  f a c i l i t i e s  or equipment where they  
are g e n e r a lly  Irre lev a n t  or  I n s ig n i f ic a n t  except as to  
c e r ta in  ta x  c o n s id e ra t io n s .
^ A m e r i c a n  Accounting A sso c ia t io n , Committee on 
Cost Concepts and Standards, "Report o f  the Committee on 
Cost Conoepts and Standards," p. 179*




As i n i t i a l l y  i n d i c a t e d ,  t h e  c o s t  concep ts  o f  ac ­
co u n t in g  co n s id e re d  h e r e i n  do not  r e p r e s e n t  a complete 
l i s t i n g  o f  a l l  th e  p o s s i b l e  a c c o u n t in g  co ncep ts  o f  c o s t .  
Nor has  th e  t r e a tm e n t  o f  th o se  concep ts  in c lu d e d  been an 
e x h a u s t iv e  s tudy  o f  th e  many i m p l i c a t i o n s  o f  each .  The 
p re c e d in g  d i s c u s s i o n  does ,  however, i d e n t i f y  and d e f in e ,  
a s  w e l l  a s  i n d i c a t e ,  some o f  t h e  u se s  o f  t h e  s e v e r a l  con­
c e p t s  c o n s id e re d  and w i l l  s e rv e  a s  a b a s i s  f o r  sy n th e ­
s i s i n g  and c l a s s i f y i n g  th e s e  c o s t  con cep ts  o f  a c co u n t in g  
w i th  th o s e  s e l e c t e d  from t h e  l i t e r a t u r e  o f  economics t h a t  
a r e  t r e a t e d  i n  th e  c h a p te r  t h a t  f o l lo w s .
CHAPTER IV
SELECTED COST CONCEPTS OF ECONOMICS
The econom ist’ s i n i t i a l  co n s id era tio n  o f  the  
gen era l concept o f  c o s t ,  a s  p rev io u s ly  noted , was fo r  
the purpose o f  understanding and exp la in in g  the fo r ces  
th a t  e n te r  in to  the determ ination  o f  p r ic e s ,  or va lu e .
As a r e s u l t ,  the gen era l concept o f  c o s t  in  economics 
was found to  be conceived more broadly than the general  
concept o f  c o s t  in  accoun tin g . Whereas the accountant’ s 
concept o f  c o s t  i s  confined to  ex p ress io n  in  terms o f  
monetary o u t la y s ,  or t h e i r  e q u iv a le n t ,  the econom ist's  
concept o f  c o s t  reaches beyond th e  mere monetary ex­
changes to  the more b a s ic  m atters r e la te d  to  human behav­
io r  and human d e s ir e s .  While some a t te n t io n  was g iven  to  
c e r ta in  o f  th ese  more b a s ic  exp ression s  o f  economic c o s t  
In Chapter I I ,  the d is c u s s io n ,  a t  th a t  tim e, was under­
taken w ith  the conscious e f f o r t  to  avoid the use o f  any 
o f  th e  m odified  concepts o f  c o s t  th a t  appear in  economics. 
But now, s in c e  t h i s  study turns to  an examination o f  
s e v e r a l  o f  the s p e c ia l i s e d  concepts o f  c o s t  in  economics, 
i t  i s  appropriate to  con sid er , a ga in , the matter o f  c o s t  
in  economics and to  examine c e r ta in  o f  th e  m odified
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concepts o f  c o s t  th a t  appear In economic l i t e r a t u r e  and 
th a t  represent d i f f e r e n t  approaches to  the gen era l concept 
o f  c o s t  in  economics.
In  a d d it io n ,  the expansion o f  the su b ject  m atter  
o f  econom ics, as  in  accoun tin g , has led  to  the form ulation  
and use o f  an added number o f  c o s t  concepts r e la te d  to  the  
theory o f  the firm  and to  the s u c c e s s fu l  management o f  
b u s in ess  e n te r p r is e s .  These ex ten s io n s  o f  the general  
n otion  o f  c o s t  in  economics enable the economist to  take  
a more a c t iv e  r o le  in  the management o f  b u sin ess  a c t i v i ­
t i e s  and to  s t a t e ,  more p r e c i s e ly ,  h i s  th e o r ie s  o f  eco­
nomic behavior. AI3 0 , th e se  ex ten s io n s  o f  the b a s ic  
n otion  o f  c o s t  enable him to  I d e n t i fy ,  to  examine, and to  
t e s t  the v a l i d i t y  o f  theory in  the com plexity o f  modern 
b u s in ess  a c t i v i t y .
As in  th e  co n s id era t io n  o f  co s t  concepts o f  ac­
counting , an a l l - i n c l u s i v e  study o f  co s t  concepts o f  eco­
nomics would be almost e n d le s s ,  and the c o s t  concepts  
s e le c te d  fo r  d isc u s s io n  a t  t h i s  p o in t Include those  
s p e c ia l i s e d  concepts o f  c o s t  in  economics th a t  are the  
most s i g n i f i c a n t ,  bajsed upon the u se fu ln e s s  o f  th e  concept 
and the r e la t iv e  frequency with which the concept occurs  
in  economic l i t e r a t u r e .  Using th e se  same c r i t e r i a ,  then ,  
the fo l lo w in g  c o s t  concepts o f  economics are Included in  
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A lso , as in  the previous chapter, the above con­
cep ts  have been grouped in  the d isc u s s io n  th a t  fo l lo w s  
fo r  convenience and ease o f  d isc u s s io n .  But aga in , th ese  
groupings do not represen t an attempt to  sy n th e s ise  or  
c l a s s i f y  the se v e r a l  concepts considered , s in c e  t h i s  i s  
the o b je c t iv e  o f  the chapter th a t  fo l lo w s .  As p r e v io u s ly ,  
th en , the purpose here i s  to  id e n t i f y ,  to  d e f in e ,  and to  
d isc u ss  the nature o f  th ese  var iou s concepts o f  c o s t ,  as  
w e l l  as to  note t h e i r  u se fu ln e ss  in  th e  r o le  th a t  eco­
nomics p lays  in  modern s o c ie t y .
101
I .  COMMON COST CONCEPTS AND THEIR USE
Severa l o f  the above s p e c ia l iz e d  concepts o f  co st  
in  economics have a lready been examined in  the preceding  
chapter as s p e c ia l iz e d  concepts o f  co st  in  accounting . 
Since there are no d is t in g u ish a b le  d i f fe r e n c e s  in  the  
meanings or the nature o f  the concepts as they are used 
in  economics, i t  i s  unnecessary to  re-exam ine, in  d e t a i l ,  
the fo llo w in g  co s t  concepts o f  economics th a t  are included  
in  the above s e l e c t io n :
The econom ist’ s concepts o f  d i f f e r e n t i a l  and in ­
cremental c o s t  are su b ject  to  the same v a r ia t io n s  o f  
meaning found In the l i t e r a t u r e  o f  accounting . On the  
one hand, Clark d escr ib es  the d i f f e r e n t i a l  co st  o f  a 
g iven  amount o f  b u s in ess  a s  fo l lo w s :
When a d e c is io n  has to  be made In vo lv in g  an 
In crease  or decrease o f  n u n its  o f  output,  
the d i f fe r e n c e  In co st  between th e  two p o l i ­
c i e s  may be considered to  be the c o s t  r e a l ly  
Incurred on account o f  th ese  n u n i t s  o f  b u s i­
n e ss ,  or any s im ila r  n u n i t s .  T his  may be
Actual
Book
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Current
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Future
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c a l le d  th e  d i f f e r e n t i a l  coat o f  a given  
amount o f  b u s in e s s . 1
Spencer and Siegelman fo llo w  the usage o f  Clark
In con siderin g  d i f f e r e n t i a l  and increm ental c o s t s  to  be
2a ss o c ia te d  with changes in  volume. Dean, on th e  other  
hand, con sid ers  increm ental c o s t s  to  be "the added c o s t s  
o f  a change in  the l e v e l  or nature o f  a c t i v i t y ,"  and 
fu r th er  s t a t e s  th a t ,  "They can r e fe r  to  any kind o f  change 
adding a new product, changing d i s t r ib u t io n  channels, 
adding new machinery."^
I t  i s  s ig n i f ic a n t  to  note th a t Dean’ s concept o f  
increm ental co st  i s  in  accordance with the accountant’ s 
conception  o f  a l t e r n a t iv e  c o s t ,  th a t  i s ,  c o s t  under any 
co n d it io n s  o th er  than th ose  p r e se n t ly  p r e v a i l in g ,  w hile  
Clark’ s and Spencer and Siegelman*s concepts o f  d i f f e r e n ­
t i a l  c o s t s  are in  accordance with the accountant’ s con­
ce p t ,  th a t i s ,  r e la te d  e x c lu s iv e ly  to  changes in  volume. 
This d if fe r e n c e  seems to  stem in  part from the fa c t  th a t  
econom ists have used the concept o f  a l t e r n a t iv e  co st  in  a 
somewhat d i f f e r e n t  manner from th e  accoun tan ts . This  
d if fe r e n c e  w i l l  be noted in  the ensuing d isc u ss io n .
1-Clark, £•£* JSmh* * P * W •
^Spencer and Siegelman, oj>. c i t . . p . 237.
^Dean, Managerial Economics, p. 267.
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I n  a d d i t i o n  t o  t h e  p r e c e d i n g  c o n s i d e r a t i o n  o f  
some d i f f e r e n c e s  i n  t h e  u s a g e  o f  d i f f e r e n t i a l  and  i n c r e ­
m e n t a l  c o s t ,  i t  i s  s i g n i f i c a n t  t o  n o t e  t h a t  th o u g h  many 
o f  t h e  above  c o s t s  a r e  c o n c e iv e d  o f  a s  r e p r e s e n t i n g  t h e  
same c o n c e p t s  i n  a c c o u n t i n g  and  ec o n o m ic s ,  t h e  e m p h a s is  
h a s  b e e n  q u i t e  d i f f e r e n t  i n  each  o f  t h e  f i e l d s .  I n  e c o ­
nom ics  t h e  e m p h a s i s  h a s  b een  on t h o s e  c o n c e p t s  o f  c o s t  
t h a t  r e l a t e  t o  c u r r e n t  o r  f u t u r e  c o s t s ,  w h e re a s  i n  a c ­
c o u n t i n g ,  t h e  e m p h a s is  h a s  b e e n  on t h o s e  c o n c e p t s  o f  c o s t  
t h a t  r e l a t e  t o  p a s t  o r  h i s t o r i c a l  c o s t s .  I n  f a c t ,  much 
o f  t h e  c r i t i c i s m  o f  t h e  h i s t o r i c a l  c o s t  b a s i s  o f  a c c o u n t ­
i n g  h a s  o r i g i n a t e d  f rom  e c o n o m is t s  who, u s i n g  c o n c e p t s  o f  
c u r r e n t  o r  r e p l a c e m e n t  c o s t ,  p o i n t  t o  t h e  g r e a t e r  s i g n i f i ­
c a n c e  o f  " e co n o m ic "  b a l a n c e  s h e e t s  and s t a t e m e n t s  o f  
"economic*1 income a s  compared t o  o r i g i n a l - c o s t - b a s e d  
b a l a n c e  s h e e t s  and  income d e t e r m i n a t i o n . ^
I I .  NATURE OF C03T IN ECONOMICS 
AND RELATED C03T CONCEPTS
I n  C h a p t e r  I I ,  c o s t  i n  econom ics  was s a i d  t o  be 
r e p r e s e n t e d  by t h r e e  k i n d s  o f  s a c r i f i c e !  (1 )  p h y s i c a l  
and  m e n t a l  s a c r i f i c e ;  (2 )  u t i l i t y  and  o p p o r t u n i t y  s a c r i ­
f i c e ;  and  (3 )  m o n e ta r y  s a c r i f i c e .  Each o f  t h e s e  t h r e e
^See  S p e n c e r  and S ie g e lm a n ,  o£ .  c i t . . p p .  9 4 -1 0 9 ,  
an d  Dean,  M a n a g e r i a l  E c o n o m ic s , p p .  1 2 - 2 8 .
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kinds o f  s a c r i f i c e  represents d if fe r e n t  approaches to  the
g en era l concept o f  coat which may now be considered  in
terms o f  th e  fo l lo w in g  s p e c ia l  c o s t  concepts o f  econom ics.
Real Cost 
Money Cost 
D i s u t i l i t y  Cost 
U t i l i t y  Cost
Opportunity ( a l t e r n a t iv e )  Cost 
A lso , the concept o f  c o s t  in  econom ics, l i k e  th e  
concept o f  Income in  econom ics, was sa id  to  be a p p lic a b le  
a t  the l e v e l  o f  the t o t a l  economic s o c ie t y  as w e l l  as a t  
the l e v e l  o f  the in d iv id u a l  firm  or group o f  f irm s. The 
a p p l ic a t io n  o f  the concept o f  c o s t  a t  th ese  d i f f e r e n t  
l e v e l s  o f  economic a c t i v i t y  le a d s  to  the two fo l lo w in g  
concepts o f  c o s t  in  economics th a t  w i l l  be considered  a t  
t h i s  tim e:
P r iv a te  Cost 
S o c ia l  Cost
The concept o f  r e a l  c o s t  i s  used in  two d i f f e r e n t  
r e s p e c ts  in  the l i t e r a t u r e  o f  econom ics. F i r s t ,  the con­
cep t o f  r e a l  c o s t  i s  used to  d e s ig n a te ,  "the q u a n t i t ie s  
o f  reso u rces  or  t h e i r  s e r v ic e s  consumed in  producing a 
g iv en  amount o f  output."^  S im i la r ly ,  r e a l  c o s t  in  t h i s  
sen se  r e f e r s  "to the human e f f o r t s  and s a c r i f i c e s  which
5joe 3 .  Bain, P r ic in g . D is tr ib u t io n  and Employ­
ment. Economics o f  an E n terp r ise  System (R evised  E a it io n :  
flevPYorkl k e n r y T o l t  and Company, 1 9 5 3 ) , P* 8 4 .
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are Involved  not on ly  in  p u t t in g  the fa c to r s  to  U3 e but 
o f te n  as w e l l  In merely making them a v a i la b le  fo r  use."^* 
When used in  t h i s  way, th en , r e a l  c o s t  r e f e r s  to  economic 
c o s t  in  terms o f  p h y s ic a l  u n i t s  or in  terms o f  th e  more 
b a s ic  fa c to r s  o f  co s t  as human e f f o r t ,  a b s t in e n c e ,  or  
assumption o f  r i s k .  This use o f  th e  concept o f  r e a l  co st  
d is t in g u is h e s  r e a l  co s t  from money co s t ,  which i s  ••the com­
p en sa t io n  in  money or i t s  eq u iv a le n t  which i s  paid  in
order to  induce th e  making a v a i la b le  or  the p u tt in g  to
7
use  o f  such f a c t o r s ,"  as are required  in  th e  production  
o f  a g iven  ou tp ut.
As p r e v io u s ly  in d ic a te d ,  th e  ea r ly  econom ists  
used t h i s  concept o f  r e a l  co st3  to  escape th e  somewhat 
u s e l e s s  reason ing  th a t  p r ic e  depended on supply and th a t  
su pp ly , in  tu rn , depended on c o s t— which was, upon fu r th e r  
exam ination , p r ic e  to  the purchaser o f  a f a c t o r .  The re a l  
c03t concept i s  a ls o  u s e fu l  a t  the l e v e l  o f  the t o t a l  
economy, where money c o s t s  are o f  no consequence s in c e  
co st  to  a purchaser i s  e x a c t ly  equal to  the revenue o f  
th e  su p p l ie r  and, in  terms o f  th e  t o t a l  s o c i e t y ,  th ere  
has been no money c o s t  but only  r e a l  c o s t  in  some form.
6C. R e ino ld  Noyes, " C e r t a i n  Problems i n  t h e  Em­
p i r i c a l  S tudy  o f  C o s t s , "  The American Economic Review, 
n n  (1 9 4 1 ) ,  474.
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The concept o f  r e a l  coat la  a lao  uaed in  economica 
to  r e fe r  to  money coata nin  terms o f  aome measure o f  
p r ic e s  ob ta in in g  on a base or comparison d ate ."  Real 
co sta  in  t h i s  sense are u s e fu l  and necessary  in  the s ta ­
t i s t i c a l  treatm ent o f  economic data . The s t a t i s t i c a l  
ev a lu a tio n  o f  economic tim e s e r i e s ,  fo r  example, i s  gener­
a l l y  o f  l i t t l e  value u n le ss  the v a r ia t io n s  in  the data 
due to  changes in  the general p r ic e  l e v e l  have been re­
moved.
"A d i s u t i l i t y  c o s t  means a s a c r i f i c e  which con­
s i s t s  o f  some a c t i o n ,  some p ro c e d u re ,  which i n  i t s e l f
9
in v o lv e s  d iscom fort."  D i s u t i l i t y  c o s t s  in clud e such 
s a c r i f i c e s  as the irksomeness o f  lab or  when continued  
beyond a c e r ta in  p o in t ,  the l o s s  o f  l e i s u r e ,  th e  s a c r i ­
f i c e  o f  w a it in g , and the assumption o f  r is k .  U t i l i t y  
c o s t . on th e  o th er  hand, i s  "a s a c r i f i c e  which c o n s is t s  
o f  re lin q u ish in g  one u t i l i t y  to  ga in  a n o t h e r . G o o d s  
p o sse ss  u t i l i t y  i f  they are capable o f  s a t i s f y in g  human 
wants, and the r e le a s e  o f  anything th at p o sse s se s  u t i l i t y  
i s  c le a r ly  a c o s t .  These concepts o f  c o s t  may be regarded  
as two c la s s e s  o f  th e  concept o f  r e a l  c o s t ,  s in c e  they  are
A
Kohler, oj>. c i t . . p. 406. 
^Taylor, oj>. c i t . . p. 45. 
10I b ld . . p . 44-
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expressed  in  non-monetary term s. I t  i s  in t e r e s t in g  to
note th a t  th e  same c o s t  may be e i t h e r  a d i s u t i l i t y  co s t
or  a u t i l i t y  c o s t ,  depending on the a t t i tu d e  or  purpose
o f  the person in cu rrin g  th a t c o s t .  For example, the
e f f o r t  th a t  one would expend p a in t in g  h i s  house may be
regarded as a d i s u t i l i t y  c o s t  because i t  i s  irksome or
p a in fu l;  but t h i s  same e f f o r t  may in stea d  be regarded as
a u t i l i t y  c o s t ,  s in c e  the e f f o r t  could have been ap plied
Instead  to  the b u ild in g  o f  a garage.
The concept o f  opportunity  or a l t e r n a t iv e  c o s t
may be regarded as a p a r t ic u la r  kind o f  u t i l i t y  c o s t . 1^
According to  the opportunity  or a l t e r n a t iv e  co st  d o c tr in e :
. . . the c o s t  o f  producing any commodity A 
i s  the amount o f  commodity B which might have 
otherw ise been produced w ith  the same expendi­
ture o f  resou rces;  or s ta te d  somewhat diffard­
e n t ly ,  the c o s t  to  be ass ign ed  to  the use fo r  
s p e c i f i c  purposes o f  any fa c to r s  o f  production  
i s  what i s  foregone by t h e i r  not being applied  
to  t h e i r  b e s t  a l t e r n a t iv e  u se .  ■*■2
Opportunity c o s t ,  w h ile  r e fe r r in g  to s a c r i f i c e s
o f  u t i l i t y ,  f in d s  exp ression  in  terms o f  s a c r i f ic e d
l^The concept o f  opportunity  c o s t  seems to  have 
been developed by David I .  Green in  h i s  a r t i c l e  "P ain-cost  
and Opportunity C ost,"  which appeared in  The Q uarterlv  
Journal o f  Economics. Volume V III , pp. 210-299, in J a n u -  
ary , T t a o o u t  the same tim e , the concept seems to
have been worked out Independently by H* J .  Davenport, who 
published  h i s  a r t i c l e ,  "The Formula o f  S a c r i f i c e ,"  in  the  
Journal o f  P o l i t i c a l  Economy. Volume I I ,  pp. 561-573, in  
September o f  1894.
^ V in e r , op. c i t . . p.  469.
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a lte r n a t iv e  u ses  ra th er  than in  terms o f  p r e se n t ly -h e ld  
u t i l i t i e s  g iven  up. This concept o f  co st  I s  u s e fu l  as a 
b a s is  fo r  a ss ig n in g  c o s ts  to  the use o f  personal s e r v ic e s  
and c a p i ta l  o f  the entrepreneur w ith in  the b u s in e s s ,  and 
I s  o f te n  regarded as b e s t  rep resen tin g  the b a s ic  concept 
o f  c o s t  in  economics, as in d ica ted  by Robbins, who s t a t e s  
th a t:
The conception  o f  c o s t  in  modern economic 
theory i s  a conception  o f  d isp laced  a l t e r s  
n a t iv e s :  the co st  o f  o b ta in in g  anything i s
what must be surrendered in  order to  g e t  i t .
The p rocess  o f  v a lu a tio n  i s  e s s e n t ia l l y  a 
process  o f  ch o ice ,  and c o s t s  are the n ega tive  
asp ect o f  t h i s  p ro cess .  In  the theory o f  ex­
change, th e r e fo r e ,  c o s t s  r e f l e c t  the value o f  
th in g s  surrendered. In  the theory o f  pro­
duction  they r e f l e c t  a ls o  the value o f  the  
a l t e r n a t iv e  u ses  o f  production fa c to r s  -  th a t  
i s  o f  products which do not come in to  e x i s t -  
ence because e x i s t in g  products are p referred .
In  p r a c t ic e ,  concepts o f  r e a l  c o s t ,  w hile  u s e fu l  
in  th e  understanding o f  the b a s ic  nature o f  c o s t ,  are o f  
l im ite d  u se fu ln e s s  s in c e  they are su b je c t iv e  in  nature 
and incapable o f  p r e c ise  measurement. While the p r e c ise  
r e la t io n sh ip  between the r e a l  s a c r i f i c e s  and the eventual  
money c o s t s  i s  not known, modern econom ists use money 
c o s t s  in  most o f  th e ir  a n a ly s i s ,  s in c e  they are the only  
a v a i la b le  exp ression s  o f  th e  more b a s ic  r e a l  c o s t s .  Simi­
l a r l y ,  the concept o f  opportunity  or a l t e r n a t iv e  c o s t ,
l^R obbins, 22* o i t . .  p. 2.
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w h ile  recognised  by moat modern econom ists as the most 
u s e fu l  concept o f  c o s t ,  i s  d i f f i c u l t  to  a s c e r ta in  and 
apply in  most instances*  And, aga in , the economist turns  
to  the monetary ou tlay  and regards t h i s  as re p r e se n ta t iv e  
o f  th e  opportunity  c o s t  fo r  as long a3 goods and s e r v ic e s  
are bought in  the market and are re a d ily  a v a i la b le ,  the  
p r ic e  paid may be regarded as being ju s t  enough to  a t t r a c t  
a p a r t ic u la r  fa c to r  away from i t s  next most a t t r a c t iv e  
a l t e r n a t iv e  u se .
Since econom ists have tr ea ted  the concept o f  co s t  
as i t  a p p lie s  to  the In d iv id u a l firm  as w e l l  as  to  the  
economy as a whole, they have, in  t h e i r  w r it in g s ,  d i s ­
t in g u ish ed  between p r iv a te  co st  and s o c ia l  c o s t . P r iva te  
co st  r e fe r s  to  "the s a c r i f i c e s  made by the firm as meas­
ured in  money te r m s ," and i t  i s  "the only co s t  which the
firm  w i l l  presumably take in to  account in  d e c is io n -  
14making." P riva te  co st  may be d is t in g u ish e d  from s o c ia l  
co st  "which a p p lie s  to  the co st  to  s o c ie ty  o f  producing a 
g iven  o u t p u t . T h e  p r iv a te  c o s t  to  the firm o f  pro­
ducing any output depends on the p h y s ic a l  q u a n t i t ie s  o f  
resources  used and th e  p r ic e s  which the firm pays or 
imputes fo r  them. P riva te  c o s t ,  th en , I s  expressed as a
^ B a in ,  ££ . c i t . . p . 8 4
13l b i d .
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money co s t  and en ters  d ir e c t ly  in to  the a n a ly s is  o f  firm
behavior. However, money c o s t s  lo s e  t h e ir  s ig n i f ic a n c e
in  th e  a n a ly s is  o f  the t o t a l  economy. Consequently, the
concept o f  s o c ia l  co s t  I s  g en er a lly  formulated in  terms
o f  opportunity  c o s t ,  or "the products th a t  could have
been had by t h e ir  (reso u rces)  use in  some other  d ir e c t io n
than th e  one c h o s e n ." ^  Pigou, in  h i s  The Economics o f
W elfare , attempted to  demonstrate the p o s s i b i l i t i e s  o f  a
procedure in term ediate  between a n a ly s is  o f  c o s t s  in  terms
o f  money o u tla y s  and c o s t s  in  terms o f  a l l  the co s t  e l e -
17ments o f  s ig n i f ic a n c e  to  the whole o f  s o c ie t y .  But he
was forced  to  r e s t r i c t  the range o f  h i s  a n a ly s is  to  those
co st  a sp e c ts  o f  economic a c t i v i t y  which are measurable
and, in  so doing, su ffered  a l o s s  in  comprehensiveness
and f i n a l i t y  o f  co n c lu s io n s .  With resp ect to the concept
o f  s o c ia l  c o s t ,  Viner concludes th a t!
Attempts to  d ev ise  a s a t i s f a c t o r y  and usable  
concept o f  s o c ia l  c o s t  and to  apply i t  in  a 
p o s i t iv e  and o b je c t iv e  way to  the a n a ly s is  
o f  economic p rocess  have not as y e t  made much 
p ro g ress . The main source o f  th e  d i f f i c u l t y
^ F .  H. Knight, "Some F a l la c ie s  in  the In terp re­
ta t io n  o f  S o c ia l  C ost,"  The Q uarterly Journal o f  Economics. 
XXXVIII (1 9 2 4 ), 592.
^ A rth u r  c ,  Pigou, The Economics o f  Welfare 
(Second e d i t io n ;  London! The MacMillan T5o., 1924) , 763 pp.
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I l e a  In  th e  a p p a re n t  i m p o s s i b i l i t y  o f  f i n d i n g  
an o b j e c t i v e  and homogeneous u n i t  o f  s o c i a l  
c o s t
I I I ,  THEORY OF THE FIRM AND RELATED COST CONCEPTS
Many o f  th e  s p e c i a l i z e d  c o s t  con cep ts  o f  economics 
have been  evolved  i n  c o n n e c t io n  w i th  th e  eco no m is t ’ s 
f o rm u la t io n  o f  th e  th e o ry  o f  t h e  f i rm .  Through th e  use  o f  
t h e s e  r e l a t e d  concep ts  o f  c o s t ,  t o g e t h e r  w ith  th e  s im ul­
tan eo u s  c o n s i d e r a t i o n  o f  demand and r e l a t e d  re v en u es ,  th e  
eco no m is t ,  r e l y i n g  on v a r io u s  s e t s  o f  assum ptions  w ith  
r e s p e c t  t o  m arket  c o n d i t i o n s ,  number o f  p ro d u c ts  p roduced ,  
and v a r i a t i o n  o f  p l a n t  s i z e ,  i s  a b l e  t o  de te rm ine  th e  
r e s u l t i n g  p r i c e ,  t h e  p ro f i t -m a x im iz in g  l e v e l  o f  o u t p u t ,  
and t h e  optimum p l a n t  c a p a c i ty .  T h is  a n a l y s i s  u l t i m a t e l y  
l e a d s  t o  an u n d e r s ta n d in g  and e x p la n a t io n  o f  th e  d i s t r i ­
b u t i o n  o f  Income t o  th e  f a c t o r s  o f  p ro d u c t io n  and th e  
a l l o c a t i o n  o f  r e s o u r c e s  w i t h i n  th e  economic s o c i e t y .  Cost 
co n c ep ts  r e l a t e d  to  th e  th e o ry  o f  th e  f i r m ,  which i s  a 
s u b s t a n t i a l  p a r t  o f  t h e  whole o f  economic th e o ry ,  a r e :
T o t a l  Cost
E x p l i c i t  Cost
I m p l i c i t  ( Im p l ied )  Cost
Average (U n i t )  Cost
S h o r t - r u n  Cost
Long-run Cost
F ix ed  (C o n s tan t )  Cost
^Viner, 0£. cit., p. 474.
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T otal F ixed Cost
Average Fixed Cost
V ariable Cost
T ota l Variable Cost
Average Variable Cost
Sem i-variab le  (S em i-fixed ) Cost
Overhead Cost
Prime Cost
S p e c ia l  Cost
Supplementary Cost
Marginal Cost
In  economics, t o t a l  c o s t  i s  "equal to  the value  
o f  in p u ts  used p lus the normal p r o f i t  or in t e r e s t  which 
the c a p i t a l i s t  ex p ects  to  r e c e i v e ." ^  Or, in  terms o f  
the opportunity  c o s t  d o c tr in e , the t o t a l  c o s t s  o f  pro­
duction  o f  a p a r t ic u la r  product may be regarded as "the
value o f  the foregone a l t e r n a t iv e  products which resources
20used in  i t s  production could have produced." While 
u s e fu l  as an in d ic a t io n  o f  what the t o t a l  c o s t  o f  pro­
ducing a product r e a l ly  i s ,  th e se  n otions o f  c o s t  are not 
e a s i l y  a p p lied , and in  p r a c t ic e  the economist u su a lly  
b u ild s  up the t o t a l  co st  as fo l lo w s !  f i r s t ,  the e x p l i c i t  
c o s t s , or th ose  monetary o u tla y s  made by the firm , are  
taken as a s ta r t in g  p o in t .  As p rev io u s ly  in d ic a te d ,  th ese  
o u t la y s  may o f te n  be considered as an appropriate measure 
o f  the opportunity  c o s t  in v o lv ed . To th ese  o u t la y s ,  the 
economist adds variou s im p l ic i t  c o s t s  o f  production ,
^ B o u ld in g ,  0 £ .  c i t . . p. 414* 
20Leftwich, 0 £» s i t *  * P* 137.
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which a r e  " th o s e  c o s t s  o f  se l f -o w n ed ,  se l f -em p lo y ed  r e ­
so u rc e s  which a r e  f r e q u e n t l y  over looked  In  computing th e
21expenses  o f  t h e  f i r m . "  These In c lu d e  t h e  s a l a r y  o f  a 
s i n g l e  p r o p r i e t o r  who t a k e s  no s a l a r y  bu t  who t a k e s  th e  
f i r m ' s  p r o f i t s  a s  payment f o r  h i s  s e r v i c e s  and i n t e r e s t  
on t h e  in v es tm en t  eq u a l  t o  what th e  funds could  have 
ea rned  i f  th ey  had been employed e lsew here  i n  th e  economy.
Having a r r i v e d  a t  t o t a l  c o s t ,  t h e  d e te r m in a t io n  
o f  av e rag e  ( o r  u n i t ) c o s t  i s  s imply a m a t t e r  o f  d i v id in g  
th e  t o t a l  c o s t  by t h e  number o f  u n i t s  o f  o u tp u t  produced 
d u r in g  th e  t im e p e r io d  un d er  c o n s i d e r a t i o n .
I n  economic a n a l y s i s  t h e  c o s t s  o f  p ro d u c t io n  o f  a
f i rm  w i l l  vary  w ith  d i f f e r e n c e s  i n  th e  p e r io d  o f  t ime
u nd er  c o n s i d e r a t i o n .  Economists  d e f in e  th e  s h o r t  run  as
a p e r io d  o f  t im e so s h o r t  " t h a t  t h e  f i rm  does no t  have
t ime t o  vary  i n  q u a n t i t y  such r e s o u r c e s  a s  l a n d ,  b u i l d i n g ,
22heavy m achinery ,  and top  management." Resources  such 
a s  t h e s e  a r e  commonly r e f e r r e d  t o  c o l l e c t i v e l y  a s  p l a n t ,  
and th e  s h o r t  run  i s  t h a t  p e r io d  o f  t ime i n  which th e  
p l a n t  remains f i x e d .  I n  t h e  long  run ,  t h e  p e r io d  o f  t ime 
under  c o n s i d e r a t i o n  i s  long  enough to  vary th e  q u a n t i t i e s  
o f  a l l  r e s o u r c e s ,  and ,  c o n se q u e n t ly ,  th e  f a c t o r s  g e n e r a l l y
21I b ld .
?2l b l d . . p. HO
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regarded as p lant In the short run are a ls o  v a r ia b le .
The concepts o f  short run and long run, then, conform to  
no s p e c i f i c  time p er iod , but ra ther  are fu n c t io n a l d i v i ­
s io n s  th a t merely make c o s t s  appear in  d i f f e r e n t  p a ttern s  
th a t are u s e fu l  In the co n s id era tio n  o f  p a r t ic u la r  problems.
This d i s t in c t io n  between the short run and the  
long run gives r i s e  to  the concepts o f  short-run  c o s t s  and 
long-run  c o s t s  which r e la t e  to how the c o s t  o f  production  
appears in  a g iven  s i t u a t io n  rather  than to  what the  
amounts o f  the c o s t s  are.
3hort-run Costs
n3hort-run c o s t s  are c o s t s  th a t can vary with the
degree o f  u t i l i z a t i o n  o f  p lan t and o th er  f ix e d  f a c to r s ,
21i . e .  vary with output, but not with p lan t ca p a c ity ."   ^ In  
the short run, c o s ts  may appear as e i th e r  a f ix e d  c o s t  or 
a v a r ia b le  c o s t— the summation o f  th e se  two kinds o f  co s t  
typ es  being equal to the t o t a l  co s t  amount. Fixed c o s ts  
are th ose  c o s t s  a s so c ia te d  with the fa c to r s  that are  
f ix e d  in  the short run and th a t ,  th e r e fo r e ,  "do not vary 
with (are not a fu n ctio n  o f)  o u t p u t ," ^ — or rate  o f  u t i l i ­
za t io n  o f  the f ix e d  p la n t .  T ota l f ix e d  c o s t . then, r e fe r s  
"to the e n t ir e  o b l ig a t io n  per u n it  o f  time incurred by
^ S p en cer  and Siegelman, oj>. c i t . ,  p . 237. 
24I b i d . , p. 235.
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25the firm  fo r  f ix e d  reso u rces ."  I t  I s  Important to  note  
th a t i t  i 3 th e  t o t a l  o f  the f ix e d  c o s t ,  a lso  re ferred  to  
as con stan t c o s t . th a t remains f ix e d  with resp ect to  
volume. I t  fo l lo w s ,  th e r e fo r e ,  th a t  the average f ix e d  
c o s t , which i s  the t o t a l  f ix e d  cost  d iv ided  by the number 
o f  u n it s  produced during the time period  under con sid er-
26a t io n ,  d ecreases  as the number o f  u n it s  produced in creases .  
V ariable c o s t s  are th ose  c o s t s  th a t  are a s so c ia te d  with  
the v a r ia b le  fa c to r s  in  the short run and th a t ,  th e r e fo r e ,  
do vary with (are a fu n ctio n  o f )  output in  the production  
period . T o ta l v a r ia b le  c o s t , in  any g iven  s i t u a t io n ,  i s  
the summation o f  a l l  c o s ts  a s so c ia te d  with the v a r ia b le  
fa c to r s .  Since the t o t a l  o f  the v a r ia b le  c o s ts  does not 
remain con stan t, average v a r ia b le  c o s t . which i s  the t o t a l  
o f  th e  v a r ia b le  c o s ts  d iv ided  by the number o f  u n its  pro­
duced during th e  time period under co n s id era tio n , may 
appear in  a wide v a r ie ty  o f  forms, depending on the manner 
in  which in crea se s  in  a c t i v i t y  a f f e c t  the t o t a l  v a r ia b le  
c o s t .
^ L e f tw ic h ,  0£ .  c i t . . p. 141.
2 6 rhe curve o f  average c o s t s  i s  th a t  o f  a rectan­
gu lar  hyperbola o f  th e  form xy -  c.
S ince AFC -  2ZS. and TFC i s  con stan t,  n
By m u lt ip l ic a t io n ,  n(AFC) * TFC which i s
o f  the form xy * c.
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The fam ily  o f  short-run  t o t a l  c o s t  curves, to ­
geth er  with a note on t h e ir  r e la t io n s h ip ,  i s  shown in  
Figure 1 , and the fam ily  o f  average (or  per u n it )  co st  
curves, with a s im ila r  n o te , i s  shown as the s o l i d - l i n e  
curves in  Figure 2.
In  conjunction  with the d i s t in c t io n  o f  f ix e d  and 
v a r ia b le  c o s t s ,  econom ists, as accountants, have recog­
nized  th a t in  p r a c t ic e  many c o s ts  appear as having e l e ­
ments o f  both f ix e d  and v a r ia b le  c o s t s .  These c o s t s ,
econom ists r e fe r  to  as semi- v a r ia b le  c o s ts  or semi- f ix e d
27c o s t s  as do the accountants. For the theory o f  the firm ,  
however, a l l  c o s t s  are assumed to  appear as e i th e r  f ix e d  
or v a r ia b le ,  and in  p r a c t ic e ,  th ese  cost  types are capable 
o f  being reso lved  in to  th e ir  f ix e d  and v a r ia b le  components 
by s t a t i s t i c a l  methods. I t  i s  a ls o  necessary to  consider  
the concept o f  overhead c o s t  in  connection  with the f ix e d  
and var iab le  d i s t in c t io n  s in c e  "economists almost without  
f a i l  use overhead co st  as synonymous with f ix e d  c o s t ." 2** 
F in a l ly ,  i t  a ls o  appears th at the use o f  the concepts o f  
pr-tmft c o s t s  and supplementary c o s t s  in  economics are but 
d if f e r e n t  terms used to  d escr ib e  the var iab le  and f ix e d
2 ^3pencer and Siegelman, oj>. c l t . . p. 236.
2 ^Devine, 0 £ .  c l t . . p. 562.
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T ota l co st  
In d o l la r s T ota l co s t  
(TC)
T ota l v a r i­
ab le co s t  
(TVC)
T ota l f ix e d  
co st  (TFC)
Units o f  
output (n) 
per period
Figure 1 . Short-run t o t a l  co st  curves
S ince t o t a l  var iab le  cost and t o t a l  f ix e d  cost  
are su b d iv is io n s  o f  t o t a l  c o s t ,  TFC + TVC * TC. Geo­
m e tr ic a l ly ,  the v e r t i c a l  summation o f  the TFC and TVC 
y ie ld s  1C.
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concepts o f  c o s t .  This i s  ev id en t in  M arshall, who s t a t e s  
th a t:
Supplementary c o s t s  are taken to  Include  
standing charges on account o f  the durable 
p lan t in  which much o f  th e  c a p i ta l  o f  the  
b u sin ess  has been in v e s te d ,  and a ls o  the  
s a la r ie s  o f  the upper employees: fo r  the
charges to  which the b u sin ess  i s  put on 
account o f  t h e i r  s a la r ie s  cannot g en era lly  
be adapted to  changes in  the amount o f  work 
fo r  them to  do, *9
From t h i s  i t  appears th a t  there i s  no d is t in g u is h ­
ab le  d if fe r e n c e  between f ix e d  c o s t s  and supplementary 
c o s t s .  S im ila r ly ,  Marshall s t a t e s  th a t:
There remains nothing but the (money) c o s t  
o f  the raw m ater ia l used in  making the com­
modity and the wages o f  th a t part o f  the  
labor spent on i t  which i s  paid by the hour 
or the p ie c e  and the extra wear o f  p la n t .
T his i s  the s p e c ia l  (or  prime) c o s t  . . .
And t h i s  in d ic a te s  th a t the concept o f  prime or
s p e c ia l  co st  i s  d i f f i c u l t  to  d is t in g u is h  from the concept
o f  v a r ia b le  c o s t  in  the short run.
Long-run C os ts
Long-run c o s t s  "are c o s t s  th a t vary with the s iz e  
o f  the p la n t  and o th er  f a c i l i t i e s  normally regarded as  
f ix e d  in  the short r u n .* ^  Since a l l  f a c to r s ,  in c lu d in g
^ M a rsh a ll ,  oj>. c i t . . p. 360.
3 0 I b ld .
31spencer and Siegelman, o£. c i t . . p. 237.
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Figure 2. Short-run average (per u n it )  co s t  curves
The average (or  per u n it )  co s t  curves are derived  
from the corresponding t o t a l  co s t  curves o f  F igure 1 . as 













the fa c to r s  commonly regarded as p la n t ,  are v a r ia b le  in
the long run, a l l  c o s t s  in  the long run are v a r ia b le  and
th ere  are no f ix e d  c o s t s .  Consequently, th ere  w i l l  be no
t o t a l - f i x e d  or a v e r a g e -f ix e d  c o s t s  in  th e  lon g-ru n  a n a ly s is ,
and the fam ily  o f  p e r t in e n t  c o s t s  c o n s i s t s  o f  t o t a l  c o s t
and average c o s t .  G rap h ica lly , the average c o s t  curve in
the long run would appear as being f l a t t e r  shaped than
the sh ort-run  average c o s t  curve.
The concept o f  marginal c o s t  i s  extrem ely u s e fu l
in  economic a n a ly s i s  and p lays  a v i t a l  r o le  in  th e  theory
o f  the firm . I t  appears in  th e  long  run as w e l l  as in
the short run, s in c e  i t  i s  derived  from th e  t o t a l  c o s t
which i s  p resen t in  e i t h e r  in s ta n c e .  Marginal c o s t  may
be d efin ed  nas the amount which i s  added to  the t o t a l
32copt when the output i s  in creased  by one unit.** Or,
more p r e c i s e ly :
. . . marginal c o s t  i s  a ' r a t e  o f  change' 
concept which a r i s e s  from th e  assumption  
th a t  a g iven  ra te  o f  a c t i v i t y  can be taken  
fo r  granted in  th e  s i t u a t i o n ,  and the q u estion  
a t  i s s u e  i s  how much more or l e s s  th e  t o t a l  
c o s t  may be expected  to  be i f  the ra te  o f  a c t i v i ­
t y  i s  Increased  or decreased  by some very sm all  
amount from the g iv en  l e v e l . 33
^^Boulding, o£ . c i t . . p.  420.
33w illlam  J . Va t t e r ,  "Cost in  Economic Theory." The 
Accounting Review. XXI (1 9 4 o ) ,  9 1 . V a tter  p r e fe r s  t h i s  
d e f i n i t i o n ,  s in c e  i t  a l lo w s  one to  apply th e  concept o f  mar­
g in a l  c o s t  to  ca se s  o f  j o in t  p rod u cts . To say th a t  marginal 
c o s t  i s  th e  a d d it io n a l  c o s t  o f  one a d d it io n a l  u n it  assumes 
away the problem o f  jo in t  c o s t .
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The concept o f  marginal coat i s  o f te n  p r e c is e ly  formulated  
in  mathematical terms as being the f i r s t  d e r iv a t iv e  o f  
th e  t o t a l  co st  curve. The marginal c o s t  curve a sso c ia te d  
with the t o t a l  co st  in  the short run i s  shown as the  
dashed curve in  Figure 2.
N either the ex ten t nor the e x is te n c e  o f  f ix e d  
c o s t  in f lu e n c e s  the nature o f  the marginal co s t  in  any 
g iven  s i t u a t io n .  Thi3 may be demonstrated, m athem atically , 
through the use o f  d i f f e r e n t i a l  c a lc u lu s  a 3 fo l lo w s :  I f
Cf i s  the average f ix e d  co3 t  fo r  one u n it  o f  the t o t a l  
ou tp u t, x , and Cv i s  the average v a r ia b le  c o s t  fo r  one 
u n it  o f  the t o t a l  output, x , then x(Cf + Cv ) i s  the t o t a l  
c o s t  o f  the output. S ince the amount o f  the t o t a l  f ix e d  
c o s t  i s  constant or f ix e d ,  th a t  i s  x(Cf)  * c ,  and the  
d e r iv a t iv e  o f  a constant i s  aero,
Marginal Cost -  d x(Cf + Cv ) « d x Cv
ctx 3x
Consequently, the marginal co s t  i s  o f te n  regarded  
as the change in  v a r ia b le  c o s t ,  s in c e  the f ix e d  c o s t s  do 
not en ter  Into the determ ination  o f  the amount o f  the  
v a r ia b le  c o s t .  Further, i f  the average v a r ia b le  co st  
does not change as output changes, the marginal c o s t  w i l l  
be equal to  the average v a r ia b le  c o s t .
The concept o f  marginal c o s t  p la ys  a v i t a l  r o le  
in  the theory o f  the firm s in c e ,  to g e th er  with the
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counterpart concept on the revenue s id e ,  marginal revenue, 
i t  enables the economist to  determine th a t  p o in t  to  which 
output should be carr ied  in  order to  maximize p r o f i t s  o f  
the firm  under any g iven  s e t  o f  market c o n d it io n s .  This  
p o in t o f  p r o f i t  maximization i s  a t  the p lace  where the  
marginal c o s t  o f  one a d d it io n a l  u n it  i s  e x a c t ly  equal to  
th e  marginal revenue rece iv ed  fo r  th a t  u n it .  This an a lysis  
a ls o  y ie ld s  the p r ice  th a t  should be charged to  maximize 
p r o f i t s  in  markets th a t  are other than com p etit ive , and, 
in  th e  long run, in d ic a te s  th a t l e v e l  o f  output which i s  
th e  optimum s c a le  o f  p la n t .
To f a c i l i t a t e  t h e ir  treatment o f  c o s t  as i t  en ters  
in to  the theory o f  the firm , econom ists have trea ted  v a r i­
ous o f  the concepts considered h ere in  as being p r e c is e ly  
measurable and capable o f  exp ression  in  terms o f  the  
mathematical r e la t io n s h ip s  o f  geometry, a lgeb ra , and the  
c a lc u lu s .  While the form ulation o f  th ese  concepts in  
mathematical terms has g r e a t ly  aided in  economic i n v e s t i ­
g a t io n s  and in  the understanding o f  the r e la t io n s h ip s  
th a t  e x i s t  in  the theory o f  the firm , em pirica l co s t  in ­
v e s t ig a t o r s  have found th a t  i t  i s  extrem ely d i f f i c u l t  to  
r e so lv e  the co s t  s tr u c tu r e s  o f  a g iven  b u sin ess  e n te rp r ise  
in to  the p r e c is e  concepts th a t  are the t o o l s  o f  the theo­
r e t i c a l  econom ist. But whatever the p r a c t ic a l  d i f f i c u l t i e s  
encountered, the co n s id era tio n  o f  the above concepts as
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they en ter  in to  the theory o f  the firm provides a va luab le  
in s ig h t  in to  a number o f  complex problems which confront 
the modern businessman.
IV. COST ASSIGNMENT AND RELATED COST CONCEPTS
wIn the broad sense jo in t  co s t  has been freq u en tly  
spoken o f  a s  any co s t  incurred fo r  th e  b e n e f i t  o f  the  
e n t ir e  b u s in ess  or o f  a con sid erab le  c la s s  o f  b u s in ess  as  
a whole, and not fo r  i t s  separate p a r t s .n The concept 
o f  Jo in t c o s t  o r ig in a te d ,  however, in  connection  with the  
s p e c ia l  problem o f  b y-products, and i s  used most f r e ­
quently  in  economics in  t h i s  way. The use o f  the concept 
o f  j o in t  c o s t  in  t h i s  way corresponds to  the use o f  the  
concept o f  j o in t  c o s t  in  accou n tin g , and fo r  purposes o f  
t h i s  study, the concept o f  j o in t  c o s t  may be regarded as  
one th a t i s  used id e n t i c a l ly  in  economics and accounting . 
There a r e ,  however, th ree  a d d it io n a l  c o s t  concepts o f  
economics th a t  have not been p rev io u s ly  considered and 
th a t  are r e la te d  to  the concept o f  j o in t  c o s t .  These are:
Common Cost 
Jo in t-p rod u ct Cost 
A ltern a tlve-p rod u ct Cost
In  accoun tin g , d ir e c t  coa ts  are d is t in g u ish e d  
from in d ir e c t  c o s t s  on the b a s is  o f  t r a c e a b l l i t y  to
^^Clark, 0£ . c i t . . p. 5^.
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d i f f e r e n t  products or segments o f  the b u s in e ss .  In  eco­
nomics, t r a c e a b i l i t y  i s  the source o f  d i s t in c t io n  between 
common c o s t s  and separable c o s t s .  "Common c o s t s  are used 
broadly to  cover c o s t s  th a t  are not tra cea b le  to  p la n t ,  
department, and o p era tio n , as w e ll  as those th a t  are not 
tra cea b le  to  f i n a l  p r o d u c t s . C o m m o n  c o s t s ,  in  economic 
a n a ly s i s ,  may be fu r th er  c l a s s i f i e d  as j o i n t - product c o s t s  
and a l t e r n a t iv e - product c o s t s . "Two products are jo in t  
when in crea s in g  the output o f  one product ( e . g .  hams)
n e c e s s a r i ly  in c r e a se s  the output o f  the o th er  product
16( e . g .  pork sh o u ld ers ) ."  Jo in t-p rod u ct c o s t ,  then, i s  
a more p r e c is e  d e sc r ip t io n  o f  the co s t  concept popularly  
referred  to  as j o in t  c o s t .  On the o th er  hand, " If  in ­
creas in g  the output o f  hams should bring a decrease in  
the output o f  sh ou ld ers , then the products would be a l t e r ­
n a t iv e ,"  and the c o s t ,  in  t h i s  in s ta n c e ,  would be appro-
1 7p r ia t e ly  re ferred  to  as an a lte r n a t iv e -p r o d u c t  c o s t .  ( 
These concepts en ter  in to  the understanding and 
form ulation  o f  c e r ta in  o f  the economic a sp ec ts  o f  j o in t  
products th a t  are most s ig n i f i c a n t .  For example, in  the  
long run the t o t a l  s e l l i n g  p r ic e  o f  a l l  the products
35Dean, Managerial Economics, p . 2 6 4 . 
36l b l d .
3 7 ib ld .
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j o in t ly  produced must cover the t o t a l  c o s t  o f  production  
( e . g .  t o t a l  economic c o s t )  or firm s w i l l  be driven from 
the f i e l d ,  d ecreasing  supply and in crea s in g  p r ic e s  u n le ss  
th ere  i s  a corresponding decrease in  demand. Further, an 
in crea se  in  the demand fo r  one o f  the j o in t  products w i l l  
tend to drive the p r ic e  o f  t h i s  p a r t ic u la r  product upward. 
But the supply o f  a l l  o th er  products j o i n t l y  produced 
w i l l ,  a t  the same tim e, in c r e a se ,  r e s u l t in g  in  lower  
p r ic e s  fo r  a l l  o f  th e  o th er  products j o i n t l y  produced 
u n le ss  th ere  i s  a compensating in crease  in  the demand fo r  
a l l  o f  the o th er  products. F in a l ly ,  some o f  the products  
j o i n t l y  produced w i l l  require a d d it io n a l  p ro cess in g  a f t e r  
the products have been separated and p r io r  to  the sa le  o f  
the products. The c o s ts  a s so c ia te d  with each o f  the  
products a f t e r  the point o f  sep aration  are no longer jo in t  
c o s t s ,  and i f  the p u b lic  wants one o f  th ese  products th a t  
req u ires  a d d it io n a l  p ro ce ss in g , i t  must be w i l l in g  to  pay 
th e  firm a t l e a s t  as much as th e  a d d it io n a l  co st  o f  
p ro ce ss in g , o therw ise  the firm would be b e t te r  o f f  to  
discard  the product a t  the p o in t o f  sep aration .
36This i s  true in  the long  run. In  the short run
however, some firm s may be w i l l in g  to  operate fo r  short  
p eriod s o f  time w ithout covering v a r ia b le  c o s t s  in  order  
to  b u ild  up b u sin ess  which they hope w i l l  be p r o f i ta b le  
l a t e r .
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V. DECISION-MAKING AND RELATED COST CONCEPTS
In  more recen t years  a number o f  s p e c ia l i z e d  c o s t  
concepts have appeared in  th e  l i t e r a t u r e  o f  economics th a t  
are r e la te d  to  the d ecision -m aking p r o c e sse s  in  a b u s i­
ness e n te r p r is e .  Most o f  th ese  concepts have evolved  in  
the s p e c ia l  area o f  economics commonly re ferr ed  to  as  
m anagerial econom ics. Cost concepts o f  t h i s  kind th a t  
appear in  economics are commonly r e ferr ed  to  as d e c is io n ­
making c o s t s  s in c e  they  are p r im a rily  s i g n i f i c a n t  fo r  
t h e i r  r o le  in  the making o f  b u s in e ss  d e c i s io n s .  The con­
cep t o f  decision-m aking c o s t ,  th en , does not r e fe r  to  any 
s p e c i f i c  kind o f  c o s t  concept but i s  a broad d e s ig n a t io n  
which in c lu d e s  a l l  o f  th o se  s p e c i f i c  concepts th a t  are  
u s e f u l  in  the making o f  b u s in ess  d e c i s io n s .  Many o f  the  
c o s t  concepts considered  in  th e  p rev iou s  chapter and 
c e r ta in  o f  the c o s t  concepts th a t  have a lready  been con­
s id ered  in  t h i s  chapter are a p p ro p r ia te ly  in clud ed  in  the  
broad concept o f  a decision -m aking c o s t .  In  t h i s  f i n a l  
category  o f  c o s t  concepts o f  economics to  be con sid ered ,  
c e r ta in  o th er  c o s t  concepts o f  economics th a t  are o f  the  
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"Shutdown c o s t s  may be d efin ed  as th o se  c o s t s  
th a t  would be incurred in  the event o f  a temporary c e s ­
s a t io n  o f  a c t i v i t i e s  and which could  be saved i f  oper-
39a t io n s  were a llow ed  to  co n tin u e ."  T his c o s t  concept 
a r i s e s  in  con n ection  with the w id e ly  recognized  view th a t  
a firm  should m aintain  op era t io n s  in  the short run as  
long as  i t  i s  a t  l e a s t  covering  i t s  v a r ia b le  c o s t ,  w ith  
any a v a i la b le  ex c ess  being a p p lied  to  the recovery o f  
f ix e d  c o s t .  The temporary su spension  o f  a c t i v i t i e s  might 
in v o lv e  such shutdown c o s t s  a s  the s to r in g  o f  machines, 
the boarding o f  windows, and th e  c o n s tru c t io n  o f  s h e l t e r s  
fo r  exposed f a c i l i t i e s .  In  a d d it io n ,  fu r th e r  c o s t s  are  
l i k e l y  to  be incurred  when o p era t io n s  are resumed, such as  
th e  c o s t  o f  r e c r u i t in g  and tr a in in g  new workers. I f  shut­
down c o s t s  are unduly h ig h , th ere  may be l e s s  o f  a l o s s ,  
in  th e  long run, i f  a firm  i s  ab le  to  continue to  o f f e r  a 
few products even i f  the revenues derived  from th e s e  
products f a i l  to  cover v a r ia b le  c o s t s .
While shutdown c o s t s  are the c o s t s  a s s o c ia te d  with  
the temporary suspension  o f  a c t i v i t i e s ,  "Abandonment c o s t s  
are th e  c o s t s  o f  r e t i r in g  a f ix e d  a s s e t  from s e r v i c e . " ^
39spencer and 31egelman, 0 £ .  c l t . . p.  238. 
'►O lb ld . . p . 239.
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The variou s e x p l i c i t  c o s ts  o f  abandonment are apparent 
and requ ire no fu r th er  d isc u s s io n .  However, con sid era tio n  
must be g iven  to im p l ic i t  in t e r e s t  on the s a le s  value o f  
f a c i l i t i e s  and to  the fa c t  that d ep rec ia t io n  must be based 
on th e  s a le s  value a t the time o f  abandonment rather than 
on o r ig in a l  c o s t .
The concepts o f  urgent c o s t s  and postponable c o s ts  
provide a d i s t in c t io n  between th ose  c o s ts  "which must be 
incurred before or during the manufacturing p ro cess , and 
those o u tla y s  which may be postponed u n t i l  convenient."^"  
The c o s t  o f  m a te r ia ls  must be incurred p r io r  to  the time 
they are consumed in  the manufacturing o f  f in is h e d  goods, 
and the labor th a t  works d ir e c t ly  on the production o f  
goods must be paid; but the maintenance o f  b u ild in g s ,  fo r  
example, may be postponed, w ith in  l i m i t s ,  and done at a 
time when most expedient to  management. More p r e c is e ly ,  
t h i s  d i s t in c t io n  o f  c o s t s  i s  e s s e n t i a l l y  f in a n c ia l  in  
nature, s in ce  p h y s ic a l  d e te r io r a t io n  and ob so lescen ce  
w i l l  reduce the value o f  the p la n t whether maintenance i s  
provided fo r  or n ot. T herefore, i t  i s  not r e a l ly  the  
co st  th a t  i s  p ostp onab le , but ra ther  the making o f  the  
f in a n c ia l  ou tlay  fo r  i t .
^ D evine, oja. c i t . . p. 566.
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The concepts o f  escapable and in escap ab le  c o s ts  
are c lo s e ly  r e la te d  to  the concept o f  increm ental c o s t ,  
which has been p rev io u sly  con sidered . But, whereas in cre ­
mental c o s ts  are u su a lly  a s so c ia te d  with In creases  in  
a c t i v i t y ,  escapable c o s ts  are, id e n t i f i e d  as a c t i v i t y  de­
c r e a se s .  "A co st  that may not only be postponed but may 
be avoided e n t ir e ly  as a r e s u l t  o f  a con tra ctio n  o f  b u si­
ness a c t i v i t y  i s  c a l le d  an escapable c o s t ." ^ 2 I t  i s  im­
portant to  recogn ize  th a t ,  in  a sc e r ta in in g  the t o t a l  o f  
escapable co st  o f  a d e c is io n  to  reduce a c t i v i t y  in  some 
segment o f  the b u s in e ss ,  there may be added c o s t s  in  3ome 
oth er  segment o f  the o p era t io n s . For example, the escap­
ab le  c o s t  o f  c lo s in g  an apparently u n p ro fita b le  branch 
may s h i f t  added r e s p o n s i b i l i t i e s  to  c e r ta in  o f  the o ther
t
remaining branches, in crea s in g  t h e ir  operating  c o s t s .  To 
avoid  m islead ing  c o s t  a n a ly s i s ,  escapable co st  must be 
viewed as a net concepts the c o s ts  th a t  w i l l  be avoided  
in  th a t  area where a c t i v i t y  i s  reduced, l e s s  any re la te d  
added co s t  in  other  op eratin g  areas .
On the other  hand, "An inescapable  c o s t  (o r  una­
vo idable  c o s t )  I s  a c o s t  th at must be continued in  the
i O
fa c e  o f  b u s in ess  r e tr a c t io n ."   ^ Minimum coa ts  fo r  the
^ S p en cer  and Slegelm an, op. c l t . . p.  240.
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variou s u t i l i t i e s  used by a manufacturer, fo r  example, 
must be incurred reg a rd less  o f  the l e v e l  o f  a c t i v i t y .  
Sometimes c o s ts  which may a t  f i r s t  appear to  be escapable  
may, on fu r th er  a n a ly s i s ,  r e a l ly  be unavoidable, but, a t  
l e a s t  fo r  the moment, postponed.
A ll  c o s t s  th at are not a ss ig n a b le  as a d i f fe r e n ­
t i a l  co st  may be regarded as a r e s id u a l  c o s t . In  the  
co n s id era tio n  o f  the c o s ts  a s so c ia te d  with operating  a t  
a d i f f e r e n t  l e v e l  o f  a c t i v i t y ,  c e r ta in  item s w i l l  be 
u n affec ted — at l e a s t  over a c e r ta in  re levan t range o f  
a c t i v i t y — and need not be included  in  the a n a ly s is  o f  th e  
c o s t s  a s so c ia te d  with the d e c is io n  to  in crea se  a c t i v i t y  
to  some predetermined l e v e l .
The concept o f  user  c o s t  was formulated by Keynes, 
who introduced th e  concept fo r  the purpose o f  more pre­
c i s e l y  d e f in in g  aggregate in c o m e .^  Presumably, Keynes* 
theory was th a t u ser  co st  was a f i r s t  charge on personal
income, to  be fo llow ed  by consumption and savings d e c i -  
45s io n s .  Keynes* form ulation o f  th e  concept o f  user c o s t  
can be expressed as fo l lo w s :
User c o s t  * (G* -  G) -  B* + A^
^■4john M. Keynes, The General Theory o f  Employment 
I n te r e s t  and Money (New York: Harcourt, frrace and Company,
19361, Pp“ 6 -737
45a . D. S c o t t ,  "Notes on User Cost,** The Economic 
Jou rn a l. L U II  (19 5 3 ) , 36$.
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where Gf rep resen ts  the value th a t c a p ita l  equipment
would have, had i t  not been used, and G rep resen ts  i t s
value a f t e r  having been used. This net amount i s  then
reduced by Bf , which rep resen ts  the optimum ou tlay  on
maintenance and improvement i f  the c a p ita l  equipment i s
not used. Thus, "G* o v e r s ta te s  the value Gf would have
had i f  the equipment were n e ith e r  used nor maintained.
F in a l ly ,  the amount o f  the u ser  co st  must be in creased  by
A^, which rep resen ts  the ou tlay  on the purchases from
o th er  entrepreneurs. Keynes sums up the above exp ression
o f  u ser  co s t  in  th ese  words}
We have defined  the u ser  c o s t  as the reduction  
in  the value o f  the equipment due to  u sin g  i t  
as compared with not u s in g  i t ,  a f t e r  a llow ing  
fo r  the co st  o f  maintenance and Improvements 
which would be worth w hile  to  undertake and fo r  
purchases from o th er  entrepreneurs.
The above exp ression  may be d iv ided  in to  two p a r ts .
F i r s t ,  (G* -  G) -  Bf may be designated  as  the investm ent,
s in c e  i t  shows the amount o f  change in  the value o f  the
equipment th a t has re su lte d  from u se . The second p a r t ,
A^, i s  re lev a n t on ly  a t  the l e v e l  o f  the in d iv id u a l  firm ,
s in ce  i t  shows the amount o f  investment th at i s  purchased
from o th ers .
^6I b id . . p . 370.
^ K eyn es , o£. c i t . . p. 7 0 .
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While Keynes* u ser  c o s t  concept has not formed a 
s a t i s f a c t o r y  aggregate  in  c a lc u la t in g  income, i t  has been 
m odified  by Lerner and p rov id es a u s e fu l  in s ig h t  in to  
problems o f  d e p r e c ia t io n  and serv es  as a guide in  the  
a n a ly s i s  o f  management problems regarding o u t p u t .^  The 
concept o f  u ser  c o s t ,  however, con tin u es to  be p r im arily  
a t o o l  o f  economic a n a ly s i s  th a t  i s  seldom, i f  ev er , used  
in  p r a c t ic e .  According to  S c o t t ,  "Finding u ser  c o s t  in ­
v o lv e s  a p r e c is io n  o f  c a lc u la t io n  fa r  beyond th e  h a b its  
or resou rces  o f  th e  entrepreneur."^7
VI. CONCLUDING COMMENTS
The c o n s id e r a t io n  o f  th e se  s e le c t e d  c o s t  concepts  
o f  econom ics, though not in c lu s iv e  o f  a l l  the s p e c ia l i z e d  
con cepts  o f  c o s t  th a t  appear in  th e  l i t e r a t u r e  o f  eco­
nomics, p rov id es a s u b s ta n t ia l  number o f  c o s t  concepts in  
a d d it io n  to  th ose  a lready  considered  in  th e  p rev iou s  
chapter on s e le c t e d  c o s t  concepts o f  a ccou n tin g . Such an 
extended l i s t  o f  c o s t  concepts c le a r ly  in d ic a t e s  the ambi­
g u ity  o f  the word c o s t  i t s e l f  and the o p p o r tu n it ie s  fo r  
m isunderstanding and miscommunication when the su b jec t  o f  
c o s t  i s  being  con sid ered . Having considered  th e  variou s
^ A .  P. Lerner, "User Cost and Prime User C ost,"  
The American Sconomlc Review. XXXIII (1 9 4 3 ) ,  131-132 .
^ 9 g c o tt ,  ojd• c i t . ,  p.  3 6 6 .
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s e le c te d  c o s t  concepts o f  accounting and economics as 
they  appear in  the l i t e r a t u r e  o f  economics and accounting , 
i t  i s  now appropriate to turn to  the sy n th e s is  and c l a s s i ­
f i c a t io n  o f  the sev era l concepts considered with the  
o b je c t iv e  o f  improving understanding and communication.
CHAPTER V
A SYNTHESIS AND CLASSIFICATION OF THE 
SELECTED COST CONCEPTS
The co n s id era tio n  o f  sev era l o f  the s p e c ia l iz e d  
co s t  concepts o f  economics and accounting in  the two 
preceding chapters p resen ts  an im pressive number o f  cost  
concepts a t  the d isp o sa l  o f  accountants, econom ists, and 
oth ers  who deal with the protean m atter o f  co st  in  the  
co m p lex it ie s  o f  modern b u sin ess  a c t i v i t y .  Includ ing  
various synonyms, which have already been g iven  some 
r e co g n it io n  in  the various groupings o f  co st  concepts  
l i s t e d  throughout the t e x t ,  as w e l l  as in  the d isc u ss io n s  
o f  the various co st  con cepts, f i f t y - n i n e  co st  concepts  
have been examined from the l i t e r a t u r e  o f  accounting and 
s ix ty - th r e e  from th e  l i t e r a t u r e  o f  economics, p resen tin g  
a t o t a l  o f  one hundred twenty-two s p e c ia l iz e d  concepts o f  
c o s t  th a t have been considered . While many m odified  con­
cep ts  o f  co s t  have escaped in c lu s io n  in  t h i s  study, i t  i s  
f e l t  th a t th ose  s e le c te d  fo r  in c lu s io n  represent the ones 
most freq u en tly  encountered and the ones most s ig n i f ic a n t  
in  the understanding o f  the phenomena o f  c o s t  in  economics 
and accounting . To refresh  th e  read er 's  acquaintance with
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th e  concepts considered  in  the two p rev iou s ch ap ters , a 
l i s t i n g  o f  th e  concepts i s  in clud ed  as Table X.
The word "cost** i t s e l f  was found to  be very e lu -  
s i v e - - a  word o f  many meanings th a t  o f te n  le a d s  to  misun­
d erstan d ing  and miscommunicatlon. These s p e c ia l iz e d  
concepts o f  c o s t  enable th e  accountant and the econom ist  
to  s t a t e  more p r e c i s e ly  th e  p a r t ic u la r  meaning o f  c o s t  
th a t  they wish to  convey, or to  id e n t i f y  more s p e c i f i c a l l y  
the p a r t ic u la r  c h a r a c t e r i s t i c  o f  c o s t  to  which they  are  
r e fe r r in g  in  any g iven  in s ta n c e .  At the same t im e , how­
ev e r , d i f f e r e n c e s  in  meaning and usage have occurred in  
the form ulation  o f  c e r ta in  o f  th e  m odified  con cepts  o f  
c o s t  which, ra th er  than le a d in g  to  improved understanding  
and improved communication, lead  to  added m isunderstandings. 
F u rth er , the la rg e  number o f  m odified  concepts o f  c o s t  
found in  th e  l i t e r a t u r e  o f  economics and accoun tin g  occurs  
not in  one or any few works, but i s  w idely  d isp ersed  
throughout th e  l i t e r a t u r e  and p r e se n ts  a ra th er  b ew ild er­
in g  array o f  concepts to  one who i s  not ab le  to  make an 
extended in v e s t ig a t io n  o f  what th e se  concepts are and how 
they  are u sed .
The purpose o f  t h i3  chapter i s  tw ofo ld : (1) to
sy n th e s iz e  th e  s e le c t e d  c o s t  concepts o f  economics and 
accoun tin g  in to  a s in g le  group o f  u s e fu l  c o s t  con cepts;  
and (2 )  to  su ggest  a b a s is  o f  c l a s s i f y i n g  the c o s t  concepts
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TABLE I
SELECTED C03T CONCEPTS OF ECONOMICS AND ACCOUNTING
Coat Concepts o f  Accounting
Absorbed Future Product
A cq u is it io n H is to r ic a l Programmed
Actual Imputed Prorated
A lloca ted Increm ental Reproduction
A lte r n a t iv e I n d ir e c t R e sp o n s ib i l i ty
Amortized In vested Replacement
Book J o in t Sem i-fixed
Budgeted Marginal Sem i-variable
Committed Market value Separable
Common N oncontrollab le Standard
C on tro llab le Normal 3tandby
Conversion Opportunity Sunk
Current O rig in a l Time
D if f e r e n t ia l O ut-of-pocket Traceable
D irec t Outlay True




F u l l Prime
Coat Concepts o f  Economica
Abandonment H is to r ic a l Replacement
Absolute Im p lic i t Residual
Actual Implied Sem i-fixed
A ltern a tiv e Incremental Sem i-variable
A ltern ative-p rod u ct In d ir e c t Separable
Average Inescapable Short-run
A verage-fixed J o in t Shutdown
A verage-variable Jo in t-product S o c ia l
Book Long-run S p ec ia l
Common Marginal Sunk
Constant Money Supplementary
C on tro llab le N oncontrollab le T ota l
Current Opportunity T o ta l- f ix e d
Decision-m aking O rig in a l T o ta l-v a r ia b le
137
TABLE I — C ontin ued
Cost Concepts o f  Economics
D i f f e r e n t i a l O ut-of-po cket T raceable
D irec t Overhead Unavoidable
D i s u t i l i t y Past Unit
Escapable Postponable Urgent
E x p l i c i t P r iv a te User
Fixed Prime U t i l i t y
Future Real V ariab le
th a t  w i l l  be u s e fu l  in  understanding the many concepts
considered  and th a t  w i l l ,  through p rov id in g  the b a s is  fo r  
b e t t e r  understanding, serve  to  f a c i l i t a t e  thought and com­
m unications th a t  d ea l w ith  th e  e lu s iv e  concept o f  C03t.
The i n i t i a l  purpose w i l l  be accom plished through  
f i r s t  e l im in a t in g  the d u p l ic a t io n  o f  th ose  concepts th a t  
are found in  both economics and a cco u n tin g , but th a t  have 
no apparent d i f f e r e n c e s  in  meaning or c h a r a c t e r i s t i c  when 
used in  e i t h e r  f i e l d .  T h is  w i l l  be fo llow ed  by id e n t i ­
fy in g  th ose  concepts th a t  are mere synonyms o f  o th er  con­
ce p ts  in clud ed  in  t h i s  study . F in a l ly ,  i t  i s  n ecessary  
to  co n s id er  c e r ta in  o f  the concepts th a t bear the same 
name but th a t  have d i f f e r e n t  meanings and c h a r a c t e r i s t i c s ,  
depending on whether they are used in  an accounting  or an 
economic se n se .
T his  p ro cess  o f  s y n th e s is  w i l l  y i e l d  a s in g le ,  
somewhat reduced, group o f  c o s t  co n cep ts , le s se n e d  by the  
d u p lic a t io n s  and the synonyms i d e n t i f i e d ,  but in c lu d in g  a
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double l i s t i n g  o f  th ose  c o s t  concepts th a t  have more than  
a s in g le  meaning In  accounting  and econom ics. This l i s t ­
in g  o f  concepts w i l l  serve a s  th e  group fo r  which var iou s  
schemes o f  c l a s s i f i c a t i o n  w i l l  be con sid ered . A fter  con­
s id e r a t io n  I s  g iv en  to  c e r ta in  c l a s s i f i c a t i o n  schemes 
th a t  are p r e s e n t ly  used , a new scheme o f  c l a s s i f i c a t i o n  
w i l l  be proposed th a t  I s  b e l ie v e d  to  be more u s e fu l  and 
more r e a d i ly  a s s im i la te d  by th o se  who must deal w ith  the  
many f a c e t s  o f  c o s t  as evo lved  in  terms o f  the s p e c ia l  
concepts o f  c o s t  o f  economics and accoun tin g .
I ,  SYNTHESIS OF THE COST CONCEPTS
An immediate a id  to  understanding and u s in g  the  
many m odified c o s t  concepts th a t  appear in  economics and 
accounting  i s  to  recogn ize  th o se  concepts th at appear in  
the l i t e r a t u r e  o f  both d i s c i p l i n e s  but th a t  have no 
apparent d i f f e r e n c e  in  meaning or c h a r a c t e r i s t i c ,  whether 
they  appear In the l i t e r a t u r e  o f  economics or the l i t e r a ­
tu re  o f  accou n tin g . A second a id  to  understanding and 
organ iz in g  th e  c o s t  concepts I s  to  I d e n t i fy  and to  recog­
n is e  th ose  concepts th a t  are mere synonyms o f  o th er  con­
ce p ts  in clud ed  in  th e  study . F in a l ly ,  i t  I s  e s s e n t i a l  to  
reco g n ise  th a t  c e r ta in  o f  th e  concepts have d i f f e r e n t  
meanings and c h a r a c t e r i s t i c s ,  though they bear th e  same 
name in  economics and accou n tin g , and to  id e n t i f y  the
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meaning and the u se fu ln e s s  o f  each o f  the meanings popu­
la r ly  used.
Common Cost Concepts
A review o f  Table I in d ic a te s  th a t th ir ty  o f  the  
co st  concepts included in  the study are common to  both 
economics and accounting. A number o f  th ese  common con­
cep ts  fo r  which th ere  i s  no d is t in g u ish a b le  d if fe r e n c e  in  
meaning or c h a r a c te r is t ic  were c i te d  in  Chapter IV. These 
were:
Actual c o s t  
Book co s t  
C on tro llab le  cost  
Current co s t  
D if f e r e n t ia l  co s t  
D irect co st  
Future c o s t  
H is to r ic a l  co s t  
Incremental co s t  
In d ir e c t  co st  
N oncontrollab le cost  
O rig ina l co s t  
O ut-of-pocket cost  
Past c o s t  
Replacement co s t  
Separable co st  
Sunk co s t  
Traceable cost
In  view o f  the d isc u ss io n  o f  Chapter IV, i t  i s  
now p o s s ib le  to  con sider  the l ik e n e s s  o f  o ther  o f  the  
co st  concepts th a t are used in  both economics and account­
in g .
In  economics, oommnn c o s ts  are those c o s ts  th at  
are not tra cea b le  to  a g iven  a c t i v i t y  or product. In
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accoun tin g , they are c o s ts  employed in  the output o f  more 
than one op eration  or the production o f  more than one 
product. Though there i s  some s l i g h t  d if fe r e n c e  in  d e f i ­
n i t io n ,  the underlying concept i s  id e n t i c a l  in  that  
common co st  r e fe r s  to  the sharing o f  c o s t  by more than 
one segment o f  the b u sin ess  or by more than one product.
In  any c a se ,  the c o s t  i s  not tr a c e a b le ,  e i th e r  because i t  
i s  im possib le  or im p ra ctica l to  do so . Thus, the concept 
o f  common cost  may be regarded as one th a t denotes the 
same concept in  economics and accounting .
The concept o f  marginal c o s t  i s  a lso  used in  con­
n ec t io n  with the same underlying concept in  both economics 
and accounting . In  e i th e r  d i s c ip l in e  the concept o f  mar­
g in a l  c o s t  r e la t e s  changes in  t o t a l  co s t  to  in f in i t e s im a l  
or very sm all changes in  the l e v e l  o f  output. As p rev i­
ou sly  in d ic a te d , however, the concept o f  marginal co s t  i s  
more popular in  economics, s in c e  co st  work seldom requ ires  
the p r e c is io n  o f  marginal a n a ly s i s .
Opportunity c o s t  i s  d e f i n i t e l y  a product o f  the  
econom ist, and accountants have adopted the concept 
without m o d if ica t io n . When used in  e i th e r  economics or  
accounting , th e  opportunity c o s t  concept r e la t e s  to  fo r e ­
gone a l t e r n a t iv e s .  Unlike the econom ists, however, ac­
countants have not used the concept o f  a l t e r n a t iv e  co st  
in terchangeably  with th a t o f  opportunity c o s t .  Consequently,
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w h ile  the concept o f  op p ortu n ity  coat may be regarded as  
one commonly u sed , the concept o f  a l t e r n a t iv e  c o s t ,  w h ile  
found In both economics and accou n tin g , must be considered  
as one o f  th ose  concepts en joy in g  the same name but a 
d i f f e r e n t  meaning.
Broadly con ce ived , the concept o f  j o in t  c o s t  
r e fe r s  to  any c o s t  incurred  fo r  th e  e n t ir e  b u s in e ss  or 
fo r  th e  b e n e f i t  o f  a co n s id era b le  c la s s  o f  b u s in ess  a s  a 
whole. However, in  both economics and accoun tin g  the con­
cept o f  j o in t  c o s t  i s  more commonly a s s o c ia te d  with the  
problem o f  j o in t  products and, a s  p r e v io u s ly  in d ic a te d ,  
j o in t  c o s t ,  in  t h i s  se n se ,  may be considered  as an iden­
t i c a l  concept in  accounting  and economics.
The concepts o f  f ix e d  c o s t  and v a r ia b le  co s t  are  
probably the most s i g n i f i c a n t  o f  the s p e c ia l iz e d  c o s t  
concepts o f  accoun tin g  and econom ics. When used in  ac­
counting  or econom ics, th e se  con cepts  r e la t e  to  an id en ­
t i c a l  c h a r a c t e r i s t i c  o f  c o s t - - t h a t  i s ,  b ehavior with  
r e sp e c t  to  the l e v e l  o f  a c t i v i t y — and the only d if fe r e n c e  
i s  th e  len g th  o f  the time period  under co n s id e r a t io n . In  
economics the f ix e d  and v a r ia b le  c l a s s i f i c a t i o n s  o f  c o s t  
a r i s e  on ly  in  th e  sh ort run wherein th o se  fa c to r s  commonly 
regarded a s  p lan t are f ix e d .  The sh ort-ru n  p eriod  r e la t e s  
to  no s p e c i f i c  time period  but ra th er  to  the a b i l i t y  o f  
the entrepreneur to  vary p la n t f a c t o r s .  The accountant,
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on the o th er  hand, g e n e r a lly  c o n f in e s  h i s  c o s t  a n a ly se s  
to  f i s c a l  p er iod s  which are g e n e r a lly  o f  tw elve months in  
d u ration . For t h i s  reason th e  accountant may view as  
f ix e d  some c o s t s  th a t  th e  econom ist would not normally  
regard as being  a s s o c ia te d  w ith  th a t  complement o f  f a c to r s  
g e n e r a lly  included  in  p la n t .  The d i f f e r e n c e ,  th en , i s  
one o f  degree ra th er  than one o f  k in d , because in  both
accounting  and economics a l l  c o s t s  are v a r ia b le  in  the
long  run. S ince  the underlying concept i s  i d e n t i c a l ,  the  
con cepts  o f  f ix e d  c o s t  and v a r ia b le  c o s t  w i l l  be regarded  
as common, a long  w ith  the r e la te d  concepts o f  sem i-variable  
and se m i- f ix e d  c o s t s .
In economics as w e l l  as  in  accou n tin g , the concept 
o f  u n it  c o s t  r e s u l t s  from th e  d iv i s io n  o f  t o t a l  c o s t  by 
the number o f  u n i t s  produced. While the econom ist’ s con­
cept o f  the t o t a l  c o s t  o f  producing a g iv en  output in ­
c lu d es  c e r ta in  item s th a t  the accountant does not take  
in to  accoun t, the concept o f  u n it  c o s t  i s  s t i l l  th a t  o f  a
t o t a l  d iv id ed  by output. In  a d d it io n ,  accountants some­
tim es p r e fe r  to  regard u n it  c o s t s  as being the summation 
o f  d ir e c t  m a te r ia l ,  d ir e c t  la b o r  and manufacturing over­
head i d e n t i f i e d  w ith  a u n it  o f  output most c lo s e ly  a s s o c i ­
ated  w ith  the incurrence o f  th e  C0 3 t .  In  any c a se ,  
however, th e  procedure should produce th e  same accounting  
u n it  c o s t  as d iv id in g  t o t a l  c o s t  by ou tp u t. Although, in
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any given  s i tu a t io n ,  the accountant and the economist 
would be l i k e ly  to  arr ive  a t  a d if fe r e n t  u n it  cost f igu re  
due to the in c lu s io n  o f  c er ta in  imputed c o s ts  on the part 
o f  the econom ist, the underlying concept o f  a u n it  cost  
w i l l  be regarded as one that i s  common in  economics and 
accounting.
Some a t te n t io n  has already been given to the con­
cepts  o f  a l te r n a t iv e  c o s t . overhead c o s t . and prime cost  
which appear both in  economics and accounting. Unfortu­
n a te ly ,  accountants and economists have a sso c ia ted  these  
t i t l e s  with d if fe r in g  b asic  c h a r a c te r is t ic s  o f  c o s t ,  and, 
though the names are id e n t ic a l ,  the concepts cannot be 
included among those that are common in  accounting and 
economics. Further con sideration  w i l l  be given to these  
concepts a f t e r  a con sideration  o f  the synonyms th at appear 
among the s e le c te d  co st  concepts.
In view o f  the above d isc u ss io n , the fo llow in g  
concepts may be added to  the previous l i s t i n g  o f those  
concepts in  which there i s  no d is t in g u ish a b le  d ifferen ce  
in  meaning or c h a r a c te r is t ic  between th e ir  use in  eco­
nomics or th e ir  use in  accounting:
Common cost  
Fixed co st  
Jo in t co st  
Marginal cost  
Opportunity cost  
Sem i-fixed  cost
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Sem i-variab le  co s t  
Unit cost  
Variable co s t
Synonymous Cost Concepts
Some a t te n t io n  has a lready been g iven  to  c o s t  
concepts th a t are mere synonyms o f  another c o s t  concept 
included  in  the study. F i r s t ,  some synonyms have been 
included  in  the various l i s t i n g s  o f  co s t  concepts th at  
appear throughout the t e x t .  These have appeared in  paren­
th e se s  and have immediately fo llow ed  the co st  concept to  
which they are synonymous. Second, in  most in s ta n c e s ,  
synonyms have a lso  been g iven  reco g n it io n  in  the t e x t ,  
e i th e r  through p a r e n th e t ic a l  in c lu s io n  or as an a lte r n a ­
t i v e  t i t l e  fo r  the c o s t  concept being considered .
At t h i s  time a review o f  th ese  synonyms, to g e th er  
with the id e n t i f i c a t i o n  o f  o th er  synonyms used, w i l l  be 
valu ab le  as an a id  in  understanding and using  the many 
c o s t  concepts th a t appear in  the l i t e r a t u r e  o f  economics 
and accounting.
Certain synonyms have already been accorded su f­
f i c i e n t  treatm ent w ith in  the t e x t ,  and no fu rth er  d i s ­
cu ss io n  o f  them i s  necessary a t  t h i s  tim e. These in c lu d e:  
Cost concept Svnonvmf s)
Current c o s t  Present co st
N oncontrollab le co st  U ncontrollab le  cost
Programmed c o s t  Committed cost
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Cost concept Svnonvm(3 )
Sem i-variab le  co s t  Sem i-fixed  cost
Average co st  Unit co st
A lloca ted  c o s t  Prorated cost
Period co s t  Time co st
Inescapable co s t  Unavoidable co st
The concepts o f  imputed c o s t , im p l ic i t  c o s t . and 
im plied  co s t  a l l  r e fe r  to  the c o s t  a s so c ia te d  with the 
use o f  self-ow ned fa c to r s  fo r  which no expenditure i s  
required and, th e r e fo r e ,  fo r  which no c o s t  amount can be 
e s ta b lish e d  by viewing an independent tra n sa c t io n  between 
two p a r t i e s .  These concepts are a l l  synonymous and r e fe r  
to  t h i s  s in g le  co s t  concept, although accountants seem to  
p re fer  the use o f  imputed c o s t s  whereas econom ists p re fe r  
the use o f  im plied or im p l ic i t  c o s t .
Reference to  the concept o f  f ix e d  co s t  as a con­
s ta n t  c o s t  appears to  be more popular in  economics than  
in  accounting due to  the synonymous use o f  th ese  terms by 
J . M. Clark in  h i s  p ion eer in g  work on overhead c o s t s .^  
There should be no confusion  in  using e i th e r  f ix e d  cost  
or constant c o s t  i f  one i s  ab le  to  recognize  the fa c t  
th a t the underlying concept o f  c o s t  i s  id e n t i c a l .
■^J. M. Clark, o£. c i t . . pp. 51-54* The term "con­
s ta n t  c o s t  industry" i s  a lso  used in  most works on p r ice  
th eory . A constant c o s t  in du stry  i s  one in  which the  
entry o f  new firm s has no e f f e c t  on resource p r ic e s .
S ince t h i s  exp ress ion  d ea ls  with an industry  type rather  
than a co st  ty p e , the concept o f  constant co s t  as ap p lied  
to  an industry  i s  not included in  t h i s  study.
146
O ut-of-pocket c o s t . ab so lu te  cost 3 x p l ic i t  c o s t . 
and outlay  co3t a l l  r e fe r  to  c o s t s  th a t g ive  r i s e  to  
money expenditures in  the time period under co n s id era tio n .  
Economists seem to  use the concepts o f  a b so lu te  or ex­
p l i c i t  c o s ts  more freq u en tly  than do the accoun tan ts , but, 
ag a in , the underlying concept i s  the same and there should  
be no d i f f i c u l t y  in  the in terchanging  o f th ese  terms.
The concepts o f  h i s t o r i c a l  c o s t . o r ig in a l  c o s t . 
a c q u is i t io n  co s t  and past c o s t  a l l  r e fe r  to c o s t  as 
o u tla y s  o f  cash or cash eq u iva len t re lea sed  a t  the date 
o f  a c q u is i t io n .  These concepts have developed prim arily  
in  the realm o f  accounting , and econom ists seem to  have 
adopted them w ithout m o d if ica tio n . To th ese  synonyms may 
be added the concept o f  a c tu a l  co s t  when t h i s  term i s  
U3 ed to d es ign a te  the amount a c tu a l ly  g iven  in  exchange, 
as recommended in  Chapter I I I .
The concepts o f  prime c o s t  and supplementary c o s ts  
in  economics appear to be pred ecessors  or e a r l i e r  names 
ascr ib ed  to the b asic  notion  embodied in  the present-day  
concepts o f  v a r ia b le  and f ix e d  c o s t .  As p rev io u s ly  noted 
in  Chapter IV, t h i s  i s  e s p e c ia l ly  apparent in  M arshall*s  
P r in c ip le s  o f  Economics, which was quoted a t th a t  tim e.
In a d d it io n ,  M arshall used the terms s p e c ia l  c o s t  and 
prime c o s t  in terchangeab ly .
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In a d d it io n  to  the id e n t i f i c a t i o n  o f  the above 
synonyms, i t  i s  p o s s ib le  to  id e n t i fy  two o th er  in sta n c es  
o f  synonymous usage o f  c o s t  concepts th a t l i e  e x c lu s iv e ly  
in  the area o f  economics.
F i r s t ,  as p rev io u s ly  in d ic a te d , the concept o f  
a l t e r n a t iv e  cost  in  economics i s  synonymous to  the concept 
o f  opportunity  c o s t . Second, the concept o f  overhead co s t  
in  economics i s  synonymous with the concept o f  f ix e d  c o s t .
The preceding co n s id era tio n  o f  a d d it io n a l  synonyms 
th at appear among the s e le c te d  c o s t  concepts o f  economics 
and accounting provides the b a s is  fo r  adding the fo llo w in g  




I m p lic i t  co st  
Implied co st
Fixed co s t Constant co st  
Supplementary co st  
Overhead co st
(economic use)
O ut-of-pocket co st Absolute co s t  
E x p l ic i t  co s t  
Outlay c o s t
H is to r ic a l  co s t O rig in a l co st  
A cq u is it io n  co s t  
Actual c o s t  
Past c o s t
Variable co st S p e c ia l  co s t  
Prime co s t
(economic use)
Opportunity co s t A lte rn a tiv e  co st  
(economic use)
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While I t  la  perhaps p o s s ib le  to  recommend the use
o f  a p a r t i c u l a r  t e r m  a s  p r e f e r a b l e  t o  i t s  synonym o r
synonyms, no attempt i s  made here to  id e n t i fy  one as
being more appropriate than another. This r e te n t io n  o f
a l l  o f  the various m odified  concepts o f  co st  that appear,
though many are mere synonyms, i s  in  accordance with the
view  o f  t h e  Com mittee  on C o s t  C o n c e p ts  and  S t a n d a r d s  o f
t h e  A m er ican  A c c o u n t in g  A s s o c i a t i o n ,  which  s t a t e s  t h a t  "a
concept a lread y  recognized should be s ta ted  in  terms in
2which i t  has become g en er a lly  fa m il ia r ."  Such a s e l e c ­
t i v e  p roces .3 would g re a t ly  reduce the number o f  cost con­
cep ts  with which the accountant or the economist would 
have to  fa m il ia r iz e  h im se lf ,  and t h i s  could be re a d ily  
su ggested . However, i t  i s  u n lik e ly  th a t  such a su gg estion  
would r e c e iv e  complete agreement as to which o f  the  
sev e ra l synonyms i s  the most ap propriate , and there i s  
l i t t l e  l ik e l ih o o d  th a t  such a proposal would lead  to  ac­
ceptance and fu rth er  use by a l l  who deal with concepts  
o f  c o s t .
V a r ie d -M e a n in g  C o s t  C o n c ep ts
Much o f  t h e  d i s c u s s i o n  w i t h  r e s p e c t  t o  t h o s e  con­
c e p t s  t h a t  h a v e  more t h a n  a s i n g l e  m ean ing  h a s  a l r e a d y
^A m erican  A c c o u n t in g  A s s o c i a t i o n ,  Com mittee  on 
C o s t  C o n c e p ts  a n d  S t a n d a r d s ,  " R e p o r t  o f  t h e  Com mittee  on 
C o s t  C o n c e p t s  an d  S t a n d a r d s , "  p .  174*
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been accom plished. I t  i s  ap propriate , however, to  review  
a t  t h i s  time th ose  concepts o f  varied  meaning and U3e, 
s in c e  th ese  are the concepts most l i k e l y  to  create  prob­
lems o f  misunderstanding and communication. These con­
cep ts  in c lu d e:
A lte rn a tiv e  co st  
Overhead co st  
Prime co s t  
Real cost
As noted in  the previous d isc u s s io n ,  a l t e r n a t iv e  
c o s t . as used in  economics, i s  synonymous with the concept 
o f  opportunity  c o s t  and the two terms are used in t e r ­
changeably. In  accounting , on the o th er  hand, a l t e r n a t iv e  
c o s t  d i f f e r e n t ia t e s  the p ro sp ectiv e  changes in  co st  due to  
any cause from th ose  p ro sp ectiv e  changes in  co st  due to  
an in crease  in  a c t i v i t y  which are referred  to  as in c r e ­
mental or  d i f f e r e n t i a l  C0 3 t 3 .
In accoun tin g , the concepts o f  prime co s t  and 
overhead c o s t  added to geth er  c o n s t i tu te  the t o t a l  c o s t . 
s in c e  prime co st  c o n s is t s  o f  d ir e c t  labor and d ir e c t  
m a te r ia ls .  These d i s t in c t io n s  are based prim arily  on the  
accounting treatment o f  the co st  rather than on the  
c h a r a c t e r i s t i c s  o f  the c o s t .  Prime c o s t s  in  accounting  
are those m a ter ia ls  and lab or th a t  the accountant t r e a t s  
as being d ir e c t ly  id e n t i f i a b le  in  the f in ish e d  product. 
Other co st  elem ents may be capable o f  being id e n t i f i e d
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i n  t h e  f i n i s h e d  p ro d u c t ,  bu t  may be t r e a t e d  a s  overhead 
due to  d i f f i c u l t i e s  o r  c o s t s  inv o lv ed  i n  t r e a t i n g  th e  
p a r t i c u l a r  c o s t  i tem  as  d i r e c t .  C onsequen t ly ,  th e  con­
c e p t  o f  overhead c o s t  i n  a c c o u n t in g  may in c lu d e  f ix e d  
c o s t s  a s  w e l l  as  v a r i a b l e  c o s t s  and d i r e c t  c o s t s  a s  w e l l  
a s  i n d i r e c t  c o s t s .  In  economics, where t h e  problems o f  
a p p l i c a t i o n  have re c e iv e d  l e s s  a t t e n t i o n ,  overhead c o s t  
i s  d e f in e d  a s  be ing  synonymous w i th  f i x e d  c o s t  and prime 
c o s t  i s  i d e n t i c a l  to  v a r i a b l e  c o s t  and in c lu d e s  a l l  o f  
t h e  v a r i a b l e  c o s t s .
F i n a l l y ,  t h e  concept  o f  r e a l  c o s t  was found to  
have two d i f f e r e n t  meanings. On the  one hand, th e  con­
c e p t  o f  r e a l  c o s t  i s  used to  i d e n t i f y  c o s t  i n  terras o f  
p h y s i c a l  u n i t s  o r  more b a s i c  f a c t o r s  o f  c o s t  a s  human 
e f f o r t ,  a b s t i n e n c e ,  o r  assum ption  o f  r i s k .  T h is  use 
d i f f e r e n t i a t e s  r e a l  c o s t  from money c o s t ,  which i s  co3t  
i n  term s o f  money o r  i t s  e q u i v a l e n t .  On the  o t h e r  hand, 
r e a l  c o s t  i s  a l s o  used to  r e f e r  to  money c o s t s  in  terras 
o f  some measure o f  p r i c e s  p r e v a i l i n g  a t  a p a r t i c u l a r  da te  
o r  base  p e r i o d .  Both meanings o f  r e a l  c o s t  a r e  u s e f u l ,  
and one who d e a l s  w i th  th e  concept o f  c o s t  must be aware 
o f  bo th  o f  t h e s e  meanings.
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I I .  CLASSIFICATION OF THE COST CONCEPTS
The r e c o g n i t i o n  o f  s e v e r a l  c o s t  concep ts  t h a t  a r e  
commonly used i n  a c co u n t in g  and economics, a s  w e l l  a s  the  
r e c o g n i t i o n  o f  many synonyms t h a t  ap p ea r  i n  th e  co3t  con­
c e p t s  s e l e c t e d  f o r  t h i s  3tu d y ,  r e s u l t  i n  a somewhat 
reduced  l i s t i n g  o f  b a s i c  c o s t  con cep ts  t o  be con s ide red  
a t  t h i 3  t im e .  The l i s t  o f  a l l  concep ts  in c lu d e d  i n  t h i s  
s tu d y  t h a t  appeared  as  Tab le  I  a t  th e  beg inn ing  o f  t h i s  
c h a p te r  has been r e v i s e d  i n  view o f  th e  concep ts  commonly 
used  and th e  con cep ts  i d e n t i f i e d  a s  synonyms, and app ea rs  
a s  Table  I I .  I t  i s  t h i s  l i s t i n g  o f  c o s t  concep ts  t h a t  
w i l l  s e rv e  as  t h e  b a s i s  f o r  c o n s id e r in g  some o f  th e  
schemes o f  c l a s s i f i c a t i o n  p r e s e n t l y  u sed ,  a s  w e l l  a s  f o r  
a proposed  new scheme o f  c l a s s i f i c a t i o n  t h a t  i s  b e l i e v e d  
t o  be more u n d e r s t a n d a b le ,  more r e a d i l y  a s s i m i l a t e d ,  and 
capab le  o f  i n c l u d i n g  even more co ncep ts  than  th o se  con­
s i d e r e d  i n  t h i s  s tu d y .
P re s e n t  3chemes o f  C l a s s i f i c a t i o n
Economists  and a c c o u n ta n t s  who have t r e a t e d  more 
th a n  a few o f  t h e  s p e c i a l i z e d  c o s t  concep ts  in  a s i n g l e  
work have g e n e r a l l y  a t te m p te d  to  o rg a n iz e  o r  group the  
co ncep ts  i n  a way t h a t  no t  on ly  f a c i l i t a t e s  d i s c u s s i o n ,  
b u t  a l s o  a i d s  i n  th e  u n d e r s ta n d in g  o f  th e  s e v e r a l  concep ts  
c o n s id e r e d .  The two most p o p u la r  approaches  to  the
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TABLE I I
SELECTED COST CONCEPTS OF ECONOMIC3 AND ACCOUNTING, 
REDUCED LISTING WITH SYNONYMS
Abandonment
Absorbed
A l lo c a te d
( p r o r a t e d )
A l t e r n a t i v e
(a s  used In  a c co u n t­
ing )
A l t e r n a t i v e - p r o d u c t
Amortized
Average
( u n i t )
A verage - f ix ed




C o n t r o l l a b l e
Conversion
C u rren t
( p r e s e n t )
D ecis ion-m aking
D i f f e r e n t i a l
D i r e c t
D i s u t i l i t y
Escapab le




c o n s t a n t )  
supplem entary)  
o v e rh e a d -a s  used  
i n  economics)
F u l l
F u tu re
H i s t o r i c a l
( o r i g i n a l )
( a c q u i s i t i o n )
( a c t u a l )
( p a s t )
Noncont T o llab le  
( u n c o n tr o l la b le )
Normal
O p p or tu n i ty
( a l t e r n a t i v e - a s  used  
i n  economics) 
O u t -o f -p o c k e t  
( a b s o lu t e )
( e x p l i c i t )
( o u t l a y )
Overhead
(a s  used  i n  a c co u n t in g )  
P e r io d  
( t ime)
P os tponab le
P r i v a t e
Prime
(a s  used  i n  a c c o u n t in g )  
P roduct  
Programmed
Real -  f i r s t  meaning 
Real -  second meaning 
Replacement 
R e s p o n s i b i l i t y  
R es id u a l  
R eproduc tion  
S e m i-v a r ia b le  
( s e m i - f ix e d )
S ep a rab le
S h o r t - r u n
Shutdown




T o t a l
T o t a l - f i x e d  
T o t a l - v a r i a b l e  
T ra ceab le  
True
TABLE I I — Continued
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Imputed Unexpired
( in q p l ic i t ) Urgent
( im p l ie d ) User
In c re m e n ta l U t i l i t y
I n d i r e c t V a r ia b le
In e s c a p a b le ( s p e c i a l )
(u n a v o id a b le ) (prime -  a s  used
In v e s t e d i n  economics)
J o i n t M arg ina l
J o i n t - p r o d u c t Market va lue
Long-run Money
problem have been t o  c o n s id e r  t h e  c o s t  co n cep ts  i n  p a i r s ,  
a s  o p p o s i t e s  o r  a l t e r n a t i v e s ,  o r  to  view a v a r i e t y  o f  
b u s in e s s  d ec is io n -m ak ing  s i t u a t i o n s  and t o  t r e a t  th e  c o s t  
co ncep ts  t h a t  a r e  a p p r o p r i a t e  to  th e  assumed s i t u a t i o n  
un der  c o n s i d e r a t i o n .  An example o f  th e  f i r s t  approach i s  
t c  r e g a rd  th e  concept o f  f i x e d  c o s t  a s  be ing  th e  o p p o s i t e  
o f  th e  concept  o f  v a r i a b l e  c o s t .  Using th e  second ap­
p ro a ch ,  one may assume t h e  s i t u a t i o n  o f  an o f f e r  t o  buy 
a t  a reduced  p r i c e  a s p e c i a l  l o t ,  th e  p ro d u c t io n  o f  which 
e n t a i l s  an i n c r e a s e  i n  a c t i v i t y  t h a t  consumes p r e s e n t l y  
i d l e  c a p a c i t y .  Then one may i d e n t i f y  t h e  c o s t  concep ts  
t h a t  a r e  p e r t i n e n t  i n  th e  c o s t  a n a l y s i s  o f  th e  d e c i s i o n  
w h e the r  t o  a c c e p t  o r  r e j e c t  t h e  o f f e r .  These two ap­
p ro a ch es  t o  o r g a n i z a t i o n  and c l a s s i f i c a t i o n  w i l l  be 
examined i n  t u r n .
Coat concep t  o p p o s i t e s . The c o n s i d e r a t i o n  o f  
c o s t  co n cep ts  a s  p a i r s  o f  opposing  concep ts  i s  p o p u la r  
among w r i t e r s  who g iv e  much c o n s i d e r a t i o n  to  t h e  v a r io u s
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con cep ts  o f  c o s t .  Economists  who have adop ted  t h i s  ap­
proach  In c lu d e  Dean, 3pencer  and Siegelman, and J .  M.
3
C la rk .  Accountan ts  who use  an I d e n t i c a l  approach In c lu d e  
K ohler  and F i s k e . ^  The a p p l i c a t i o n  o f  t h i s  approach  con­
s i s t s  o f  i d e n t i f y i n g  some b a s i s  f o r  making th e  d i s t i n c t i o n  
between th e  c o n c e p ts ,  and th en  d ich o to m iz in g  th e  concep ts  
b e in g  c o n s id e re d .  Applying t h i s  approach to  some o f  t h e  
con cep ts  in c lu d e d  i n  Table  I I  p roduces  t h e  fo l lo w in g  
a r r a y :
Dichotomy
O u t-o f -p o ck e t  v. book 
C o n t r o l l a b le  v. un­
c o n t r o l l a b l e  
D i r e c t  v. i n d i r e c t  
U t i l i t y  v. d i s u t i l i t y  
Escapab le  v. i n e s ­
capab le  
F ixed  v. v a r i a b l e  
S h o r t - r u n  v. lo n g - ru n
Heal v. money 
P as t  v. f u t u r e  
P roduc t  v. p e r io d  
Exp ired  v. unexp lred  
Urgent v. po s tpo nab le  
P r i v a t e  v. s o c i a l  
E x p l i c i t  v .  in q p l ic i t  
Common v. t r a c e a b l e  
H i s t o r i c a l  v. r e p l a c e ­
ment
B as is
Time o f  e x p e n d i tu re  
C o n t r o l l a b i l i t y
I d e n t i f i c a t i o n  
Nature o f  s a c r i f i c e  
R e l a t i o n  to  reduced 
a c t i v i t y  
V a r i a t i o n  i n  a c t i v i t y  
V a r i a t i o n  i n  p l a n t  
f a c t o r s  
N ature  o f  s a c r i f i c e  
Time o f  i n c u r r e n c e  
A s s i g n a b i l i t y  
Time o f  consumption 
Degree o f  urgency 
Degree o f  a g g r e g a t io n  
B as is  o f  i n c l u s i o n  
T r a c e a b i l i t y  
Timing o f  v a l u a t i o n
3 jo e l  Dean, M anagerial Economics, pp. 259-271; 
Spencer and Slegelm an. op . c i t . . p p . 234-240: and J .  M. 
C la rk ,  0£ .  c i t . . pp. 37-58.
^E. L. K oh le r ,  o£. c i t »; and Wyman P. F i s k e ,  o p . 
c i t . . pp.  930-993*
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While t h e  c o n s i d e r a t i o n  o f  c o s t  concep ts  i n  terms 
o f  opposing  p a i r s  i s  u s e f u l  i n  u n d e r s ta n d in g  and u s in g  
t h e  co n c ep ts ,  t h i s  scheme p r e s e n t s  c e r t a i n  d i f f i c u l t i e s .  
F i r s t ,  th e  u n d e r s ta n d in g  o f  an o p p o s i t e  concept  r e q u i r e s  
a complete u n d e r s ta n d in g  o f  th e  p a i r e d  co n c ep t ,  and 
u n l e s s  t h e r e  i s  a complete d i s c u s s i o n  o f  th e  p a i r e d  con­
c e p t  (which t h e r e  u s u a l l y  i s )  th e  l i s t i n g  o f  opposing 
concep ts  c o n t r i b u t e s  l i t t l e  to  u n d e r s ta n d in g .  Second, 
no t  a l l  o f  th e  concep ts  c o n s id e red  may be in c lu d e d  i n  a 
c l a s s i f i c a t i o n  scheme o f  t h i s  k in d ,  s in c e  many s i g n i f i ­
ca n t  co n cep ts  have no opposing  c o u n te r p a r t  con cep t .  Some 
examples in c lu d e d  i n  t h i s  3tudy a r e :  abandonment c o s t ,
u s e r  c o s t ,  s e m i - v a r ia b le  c o s t ,  s e m i- f ix e d  c o s t ,  r e s p o n s i ­
b i l i t y  c o s t ,  and m arg in a l  c o s t .  F i n a l l y ,  t h e  d icho to m i-  
z a t i o n  o f  th e  c o s t  con cep ts  l e a d s  to  th e  d i f f i c u l t i e s  
i n h e r e n t  i n  any tw o-va lued  o r  " e i t h e r - o r * 1 scheme— t h a t  
i s ,  th e  n e c e s s i t y  o f  ex c lu d in g  a n y th in g  t h a t  may by n a tu re  
be not  one o r  t h e  o t h e r ,  bu t  a h y b r id  type  t h a t  l i e s  some­
where i n  between th e  two ex trem es .  T h is  d i f f i c u l t y  i s  
a p p a re n t  in  th e  f i x e d - v a r i a b l e  d i s t i n c t i o n  i n  t h a t  both 
econom ists  and a c c o u n ta n t s  re co g n ize  th e  f a c t  t h a t  most 
c o s t s  do no t  c l e a r l y  ap p ea r  a s  e i t h e r  f i x e d  o r  v a r i a b l e  
c o s t  i n  p r a c t i c e ,  bu t  r a t h e r  a s  s e m i - v a r i a b le  c o s t  which 
c o n s i s t s  o f  p o r t i o n s  o f  each ty p e .  S i m i l a r l y ,  p r e s e n t  
c o s t  l i e s  between p a s t  and f u t u r e  c o s t ,  and th e  scheme of
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d ic h o to m iz a t io n  makes no p r o v i s i o n  f o r  t h i s  "m id d le -o f -  
t h e - r o a d "  concep t .
Thus, w hi le  t h e  d ic h o to m iz a t io n  o f  c o s t  concep ts  
i s  u s e f u l — e s p e c i a l l y  when th e  number o f  concep ts  con­
s id e r e d  i s  s m a l l— t h i s  scheme i s  o f  l i m i t e d  u s e f u ln e s s  
i n  an  a t te m p t  to  s y n th e s iz e  and c l a s s i f y  t h e  l a r g e  number 
o f  co ncep ts  in c lu d e d  i n  t h i s  s tu dy .
B us iness  d e c i s io n s  and a p p r o p r i a t e  c o s t  c o n c e p t s . 
The o r g a n i z a t i o n  and c o n s i d e r a t i o n  o f  s p e c i a l  co s t  con­
c e p ts  th rough th e  use  o f  examples o f  b u s in e s s  d e c i s i o n ­
making s i t u a t i o n s  and th e  c o s t  concep ts  t h a t  a r e  appropriate 
to  th e  g iven  s i t u a t i o n  were p robab ly  in t ro d u c e d  by J .  M. 
C la rk ,  who l a b e l e d  one o f  t h e  c h a p te r s  i n  h i s  The Eco­
nomics o f  Overhead C o s t s . " D i f f e r e n t  Costs  f o r  D i f f e r e n t  
5
P u rp o s e s . "  I n  t h i s  c h a p te r ,  C lark  l i s t s  s e v e r a l  i l l u s ­
t r a t i v e  s i t u a t i o n s  i n  which s p e c i a l  c o s t  c o m p i la t io n s ,  
no t  j u s t  r o u t i n e  c o m p i la t io n s  r e s u l t i n g  from th e  r e g u l a r  
o p e r a t i o n s  o f  t h e  c o s t  a c c o u n t in g  system , a r e  needed to  
f i t  p a r t i c u l a r  s i tu a t io n s .^ *  This  approach has  a l s o  been
-’J .  M. C la rk ,  ojd . c i t . . C hap te r  9 ,  pp. 175-203.
^The i l l u s t r a t i v e  s i t u a t i o n s  con s id e red  by C lark  
I n c lu d e :  1 .  D e c is io n  to  b u i l d  a new p l a n t .  2. S ize  o f
new p l a n t .  3* Change i n  method o f  p ro d u c t io n .  4* Income 
a v a i l a b l e  f o r  d iv id e n d s .  P r i c e  r e d u c t io n  to  meet com­
p e t i t i o n .  6. Temporary shutdown d u r in g  d e p re s s io n .
7* Development o f  a s i d e  l i n e  f o r  s l a c k  seaso n s .  £• 
Abandonment o f  p l a n t .
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used  by a number o f  w r i t e r s  i n  a c c o u n t in g  who c o n s id e r
th e  n e c e s s i t y  o f  u n d e r s ta n d in g  and u s in g  s p e c i a l  co s t
c o n c ep ts  i n  re g a rd  t o  th e  purposes  f o r  which t h e  c o s t s
7
a r e  b e in g  assem bled .
T h is  approach may be i l l u s t r a t e d  by th e  s i t u a t i o n  
p r e v io u s ly  c i t e d — t h a t  o f  d e c id in g  w hether  o r  not to  
a c c e p t  an  o r d e r  f o r  a s p e c i a l  l o t  a t  reduced p r i c e s  when 
th e  p ro d u c t io n  o f  t h e  s p e c i a l  o r d e r  e n t a i l s  t h e  use  o f  
p r e s e n t l y  e x i s t i n g  i d l e  c a p a c i ty .
Assume t h a t  Company X m anufac tu res  p ro d u c t  A,
which norm ally  s e l l s  f o r  $5*00 p e r  u n i t .  At th e  p r e s e n t
t im e Company X i s  produc ing  4 ,500 u n i t s  p e r  month, bu t
has  a c a p a c i ty  to  produce 6 ,000  u n i t s  w ith  p r e s e n t  p l a n t
f a c i l i t i e s .  The c o s t  o f  p rod u c ing  a u n i t  o f  p ro d u c t  A,
a s  de term ined  by th e  c o s t  a c c o u n t in g  system, f o r  l a s t
month was a s  f o l l o w s :
D i r e c t  m a t e r i a l s .  . . . .  $1 .50
D i r e c t  l a b o r ................................. 2 .50
M anufac tu r ing  overhead .  . .70
T o ta l  u n i t  c o s t ...................$4.70
S mE S S S
This  month Company Y o f f e r s  to  buy 500 u n i t s  o f  
p ro d u c t  A from Company X, i f  Company X i s  w i l l i n g  to  
a c c e p t  a p r i c e  o f  $4*50 p e r  u n i t .  Should Company X a c c e p t
^ E v e re t t  M. H icks ,  "C os ts  f o r  Management D e c i s io n ,"
N.A.C.A. B u l l e t i n . XIVIII (1947) ,  1471-14*3. R. N. Anthony,
op. c i t T, pp. ^94-501. and Van V oorh is ,  Dunn and McCameron,
o p . c i t . . pp. 310-32*.
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t h e  o f f e r ?  The a p p a r e n t ,  bu t  as  we s h a l l  3ee i n c o r r e c t ,  
d e c i s i o n  would be to  d e c l in e  t h e  o f f e r ,  s in ce  th e  p r i c e  
o f f e r e d  i s  l e s s  t h a n  th e  c o s t  o f  p roduc ing  a u n i t  o f  
p ro d u c t  A and ac cep tan ce  o f  th e  o f f e r  would a p p e a r  to  
r e s u l t  i n  a l o s s  o f  $100.00.
T h is  a n a l y s i s ,  however, i s  i n c o r r e c t  and no t  
a p p r o p r i a t e  to  th e  s i t u a t i o n  under  c o n s i d e r a t i o n .  F u r t h e r  
ex am ina t ion  o f  th e  p e r t i n e n t  c o s t s  i n  t h i s  s i t u a t i o n  would 
r e v e a l  t h a t  th e  u n i t  co s t  o f  p roduc ing  th e  a d d i t i o n a l  500 
u n i t s  would not be $4»70 bu t  r a t h e r  on ly  $4*10, s in c e  t h e  
p ro d u c t io n  o f  500 more u n i t s  would r e q u i r e  only  th e  a d d i ­
t i o n a l  o u t l a y  o f  $4*10 p e r  u n i t ,  a s  f o l lo w s :
D i r e c t  m a t e r i a l s ................ $1.50
D i r e c t  l a b o r ..........................2 .50
I n c r e a s e  i n  overhead .  . . .10
T o ta l  u n i t  c o s t  . ■ . . . .10
The a p p r o p r i a t e  c o s t  concept  i l l u s t r a t e d  i n  t h i s  
s i t u a t i o n  i s  t h e  concept o f  d i f f e r e n t i a l  c o s t . o r  t h e  
change in  c o s t  r e s u l t i n g  from th e  i n c r e a s e  i n  a c t i v i t y .  
F u r t h e r  i d e n t i f i c a t i o n  o f  s p e c i a l  c o s t  con cep ts  in vo lv ed  
i n  t h i s  a n a l y s i s  would in c lu d e  t h e  d e s i g n a t i o n  o f  th e  
d i r e c t  m a t e r i a l  and d i r e c t  l a b o r  c o s t s  o f  t h e  i n c r e a s e  
i n  p ro d u c t io n  a s  v a r i a b l e  c o s t s , whereas t h e  overhead 
c o s t  i tem s  t h a t  remain c o n s ta n t  i n  th e  s i t u a t i o n  would be 
r e g a rd e d  a s  f i x e d  c o s t . The d i r e c t  m a t e r i a l s  c o s t  and 
d i r e c t  l a b o r  c o s t  would a l s o  most p ro b ab ly  be d i r e c t  c o s t s .
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whereas t h e  c o s t  e lem ents  t h a t  r e s u l t  In  th e  $ .1 0 - p e r -  
u n i t  i n c r e a s e ,  w hile  being  v a r i a b l e ,  would be rega rd ed  
a s  i n d i r e c t  c o s t s  and p o s s i b l y  a l l o c a t e d  c o s t s . Those 
overhead i tem s  t h a t  do not change w ith  t h e  i n c r e a s e  i n  
a c t i v i t y  and t h a t ,  t h e r e f o r e ,  do no t  e n t e r  i n t o  th e  d i f ­
f e r e n t i a l  a n a l y s i s  may a l s o  be a p p r o p r i a t e l y  reg a rd ed  as  
r e s i d u a l  c o s t s .
The p ro d u c t io n  o f  500 more u n i t s  would r e s u l t  i n  
a change i n  t o t a l  c o s t s  o f  $2 ,050 .  The i d e n t i f i c a t i o n  
and use o f  t h e  a p p r o p r i a t e  c o s t  concep ts  i n  t h i s  s i t u a t i o n  
le a d  to  a c o r r e c t  d e c i s i o n — t h a t  i s ,  t o  a c c e p t  th e  o r d e r ,
s in c e  t h i s  would r e s u l t  i n  an i n c r e a s e  i n  p r o f i t s  o f
$
$200.00 .  Th is  t r e a tm e n t  o f  c o s t  concep ts  "shou ld  d i s p e l  
im media te ly  t h e  n o t io n  t h a t  c o n v e n t io n a l  a c co u n t in g  p ra c ­
t i c e  p ro v id e s  t h e  f i rm  w ith  a l l  i t s  n e c e s s a ry  co s t  i n f o r ­
m ation and should  d r iv e  home th e  f a c t  t h a t  c o s t  concep ts
o
d i f f e r  depending on m an ag e r ia l  v i e w p o in t s . "
The c o n s i d e r a t io n  o f  th e  v a r io u s  concep ts  o f  co s t  
i n  c o n n e c t io n  w i th  an i l l u s t r a t i v e  b u s in e s s  d e c i s i o n  i s  
ex trem e ly  u s e f u l  i n  t h e  u n d e r s ta n d in g  and u s in g  o f  th e
^There a r e ,  o f  c o u r s e ,  non-monetary c o n s i d e r a t io n s  
t h a t  would b e a r  on t h i s  d e c i s i o n .  The company would have 
to  be i n  a p o s i t i o n  to  o f f e r  t h e  p r i c e  d i f f e r e n t i a l  w i th ­
ou t  " s p o i l i n g  th e  r e g u l a r  m arke t"  o r  en c o u n te r in g  d i f f i ­
c u l t i e s  under  th e  Robinson-Patman Act.
^ S pencer and S ie g e lm a n , 0£ .  c i t . ,  p .  234-
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s p e c i a l  co ncep ts  o f  c o s t  In  economics and a c c o u n t in g .
But t h i s  approach ,  t o o ,  In v o lv es  c e r t a i n  d i f f i c u l t i e s .  
F i r s t ,  to  p r e s e n t  i l l u s t r a t i o n s  t h a t  would encompass 
more th a n  a few o f  t h e  concep ts  c o n s id e red  i n  t h i s  s tudy  
would r e q u i r e  a r a t h e r  lengLhy p r e s e n t a t i o n  t h a t  would 
not  c l a s s i f y  r e l a t e d  concep ts  i n  any s i n g l e  p a r t  o f  the  
s tu d y .  Secondly ,  t h i 3  approach i s  most s u i t a b l e  and 
u s e f u l  when used  i n  c o n n e c t io n  w ith  th o se  concep ts  o f  
c o s t  t h a t  a r e  re g a rd ed  as  dec is io n -m ak in g  c o s t s .  O ther  
c a t e g o r i e s ,  such as  th e  concep ts  t h a t  a r i s e  i n  con nec t io n  
w ith  th e  r e c o rd in g  o f  t r a n s a c t i o n s  by th e  a c c o u n ta n t ,  
would r e q u i r e  examples from th e  mechanics o f  t h e  acco u n t­
ing  p ro c e s s .  F u r th e rm o re ,  i t  i s  not  p o s s i b l e  to  frame 
such con cep ts  a s  u t i l i t y  c o s t ,  d i s u t i l i t y  c o s t ,  and r e a l  
c o s t  i n  p r e c i s e  te rm s s in c e  th e  measurement o f  th e s e  
c o s t  concep ts  i s  d i f f i c u l t ,  i f  not  im p o s s ib le .
F i n a l l y ,  th e  p o p u l a r i t y  o f  t h e  e x p r e s s io n  " d i f ­
f e r e n t  c o s t s  f o r  d i f f e r e n t  p u rp o ses"  im p l ie s  " t h a t  th e  
a l l o c a t i o n  o f  c o s t s  o f  p ro d u c t io n  i s  no t  a m a t t e r  o f  
f a c t  b u t  a m a t t e r  o f  d i s c r e t i o n .  T h is  may le a d  t o  
some lo o se  t h i n k i n g ,  f o r  what i s  r e a l l y  meant i s  t h a t  
u nd er  v a r io u s  c i rc u m s tan c es  d e c i s i o n s  may be made by 
th o se  r e s p o n s i b l e  w i th o u t  t a k in g  i n t o  c o n s i d e r a t i o n  a l l
10C. R. Noyes, 0 £ .  c i t . .  p. 4^5*
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o f  th e  c o s t s .  The econom is t ,  f o r  example, " c o n c e n t r a t e s  
h i s  a t t e n t i o n  on f i x e d  and v a r i a b l e  c o s t s  w h i le  formu­
l a t i n g  a s h o r t - r u n  d e c i s i o n  a s  to  th e  optimum com bination  
o f  p r i c e  and o u tp u t  f o r  t h e  f i rm .  I n  making t h i s  d e c i s i o n
f ix e d  c o s t s  a r e  igno red  because  th ey  a re  not r e l e v a n t ,  not
11because  th ey  a r e  not c o s t s . "  Thus, i n  any s i t u a t i o n  t h e  
f a c t  o f  c o s t  i s  not a l t e r e d ,  nor  can i t  be ,  and th e  use 
o f  d i f f e r e n t  c o s t s  f o r  d i f f e r e n t  p u rpo ses  i s  m ere ly  a way 
o f  c o n c e n t r a t i n g  a t t e n t i o n  on th e  s t r a t e g i c  c o s t  f a c t o r s  
i n  th e  c a se .
F o r  th e s e  r e a s o n s ,  though th e  v a lu e  o f  such p r e s ­
e n t a t i o n s  i n  th e  u n d e r s ta n d in g  and u s in g  o f  th e  many co s t  
con cep ts  o f  economics and a c c o u n t in g  i3  reco g n ized ,  th e  
u se  o f  i l l u s t r a t i v e  s i t u a t i o n s  i s  no t  deemed s u i t a b l e  o r  
f e a s i b l e  f o r  t h i s  s tu dy .
Proposed Scheme o f  C l a s s i f i c a t i o n
At t h i s  p o i n t ,  i t  i s  th e  c o n te n t io n  o f  th e  w r i t e r  
t h a t  th e  most u s e f u l  approach to  th e  problems o f  misunder­
s t a n d in g  and miscommunication t h a t  a r i s e  from th e  use  o f  
th e  numerous s p e c i a l i z e d  concep ts  o f  c o s t  o f  economics 
and a c c o u n t in g ,  i s  one t h a t  fo c u se s  i n i t i a l l y  upon th e  
b a s i c  concep t  o f  c o s t  i t s e l f ,  r a t h e r  th a n  upon th e  many
L. F e r r a r a ,  0£ .  c i t . . p .  61 .
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s p e c i a l i z e d  o r  m od if ied  concep ts  o f  c o s t  t h a t  ap p ea r .
T h is  approach  i s  suppor ted  by the  view t h a t  th e  concept  
o f  c o s t  i n  economics and a c co u n t in g  e x h i b i t s  a v a r i e t y  
o f  c h a r a c t e r i s t i c s ,  though th e  f a c t  o f  c o s t  i n  any g iv e n  
s i t u a t i o n  i s  i n v a r i a b l e .  I t  i s  f o r  t h e  purpose  o f  
s e l e c t i n g  o r  a b s t r a c t i n g  c e r t a i n  o f  th e s e  c h a r a c t e r i s t i c s  
o f  t h e  b a s i c  concept o f  c o s t  t h a t  a r e  most u s e f u l  i n  a 
p a r t i c u l a r  s e t  o f  c i r c u m s ta n c e s ,  o r  f o r  a p a r t i c u l a r  
problem under  c o n s i d e r a t i o n ,  t h a t  th e  s e v e r a l  s p e c i a l i z e d  
concep ts  o f  c o s t  have come i n t o  b e in g .  And, f o r  t h i s  
same r e a s o n ,  i t  i s  r e a s o n a b le  to  expec t  t h a t  new concep ts  
w i l l  e v e n tu a l l y  ap p e a r .  Using t h i s  approach i t  i s  p o s s i ­
b l e  to  s t a t e  a number o f  t h e  c h a r a c t e r i s t i c s  o f  th e  b a s i c  
concep t  o f  c o s t  i n  economics and a c c o u n t in g ,  a l l  o f  which 
might be in c lu d e d  i n  a comprehensive d e f i n i t i o n  o f  t h e  
word " c o s t "  a s  used i n  a c co u n t in g  and economics. I t  i s  
t h e n  p o s s i b l e  t o  in c lu d e  w i th  each o f  t h e  c h a r a c t e r i s t i c s  
s t a t e d ,  th e  s p e c i a l i z e d  o r  m odif ied  con cep ts  o f  c o s t  t h a t  
r e l a t e  to  t h a t  c h a r a c t e r i s t i c  and a r e  a t t e m p t s  to  a b s t r a c t  
t h a t  p a r t i c u l a r  c h a r a c t e r i s t i c  from th e  b a s i c  concept o f  
c o s t .
The a p p l i c a t i o n  o f  t h i s  a n a l y s i s  t o  th e  s e v e r a l  
c o s t  concep ts  o f  T ab le  I I  l e a d s  to  th e  scheme o f  o r g a n i ­
z a t i o n  and c l a s s i f i c a t i o n  d e s c r ib e d  below, which has  the  
advan tage  o f  word economy and th e  use  o f  r e l a t i v e l y  few
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c a t e g o r i e s  o f  co s t  t y p e s .  I t  i s  b e l i e v e d  t h a t  t h i s  ap­
proach  w i l l  s e rv e  as  a v e h i c l e  toward e l i m in a t in g  some 
o f  t h e  m isu n d e rs tan d in g  and miscommunication t h a t  a r i s e s  
i n  c o n n e c t io n  w ith  t h e  many c o s t  concep ts  c o n s id e r e d ,  as  
w e l l  a s  w ith  th e  many t h a t  have escaped i n c l u s i o n  i n  t h i s  
s tu d y .
Cost c h a r a c t e r i s t i c  1—The n o t io n  o f  s a c r i f i c e !
The n o t io n  o f  s a c r i f i c e  i s a t  th e  h e a r t  o f  t h e  b a s i c  con- 
c e p t  o f  c o s t ,  and t h e  n a tu r e  o f  t h e  s a c r i f i c e  assumes a 
number o f  d i f f e r e n t  forms.
The a c c o u n ta n t  i s  on ly  concerned w ith  s a c r i f i c e s  
t h a t  g iv e  r i s e  t o  th e  e x p e n d i tu re  o f  money o r  money equ iv ­
a l e n t s .  But th e  exam ina t ion  o f  t h e  b a s i c  concept o f  c o s t  
i n  economics l e a d s  one to  re c o g n iz e  t h a t  th e  s a c r i f i c e  
may t a k e  o t h e r  form s.  Cost concep ts  which r e l a t e  to  th e  
n a tu r e  o f  th e  s a c r i f i c e  in c lu d e s
Money c o s t  -  S a c r i f i c e  o f  money o r
money e q u i v a l e n t s .
Real c o s t  -  Non-monetary s a c r i f i c e .
which i n c l u d e s :
D i s u t i l i t y  c o s t  -  S a c r i f i c e  o f  com for t ,
es teem , o r  w e l l - b e in g .
U t i l i t y  c o s t  -  S a c r i f i c e  o f  u t i l i t y
O p p o r tu n i ty  c o s t  -  S a c r i f i c e  o f  a l t e r n a t i v e
( a l t e r n a t i v e  o p p o r tu n i ty
c o s t ,  a s  used 
i n  economics)
Cost c h a r a c t e r i s t i c  2—The c o s t - i n c u r r i n g  u n i t !
» a s c e r t a i n e a  f o r  v« 1_Cost may b e a s c e r t a i d a r io u s  segments o f  th e  economy 
a s  w e l l  a s  f o r  t h e  whole o f  economic s o c i e t y .
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A ccountan ts  d e a l  a lm ost  e x c lu s i v e l y  w i th  p r i v a t e  
c o s t ,  o r  s a c r i f i c e s  made by th e  f i rm  a s  measured i n  te rm s 
o f  money, bu t  p r i v a t e  c o s t  may a l s o  be c a l c u l a t e d  f o r  
i n d i v i d u a l s ,  h o u se h o ld s ,  i n d u s t r i e s ,  o r  o t h e r  segments o f  
t h e  economy. Cost to  th e  whole o f  economic s o c i e t y ,  on 
t h e  o t h e r  hand,  i s  a lm ost  e x c lu s iv e ly  t h e  concern  o f  t h e  
economist and i s  r e f e r r e d  t o  a s  s o c i a l  c o s t .
Cost c h a r a c t e r i s t i c  ^ —The c o s t  b a s i s  I C o s t ,  i n  
te rm s o f  t h e  money o r  money e q u i v a l e n t s  r e l e a s e d  a t  t h e  
t ime o f  a c q u i s i t i o n ,  p ro v id e s  t h e  a c co u n t in g  b a s i s  f o r  
t h e  r e c o rd in g  o f  t r a n s a c t i o n s  and f o r  p r e p a r in g  th e  f i ­
n a n c ia l  s t a t e m e n t s .  But c o s t ,  i n  term s o f  c u r r e n t  con­
d i t i o n s ,  sometimes e n t e r s  i n t o  th e  a c c o u n t in g  p ro c e s s  and 
i s  reg a rd ed  t o  be more u s e f u l  by most econom is ts .
At p r e s e n t  t h e  c o s t  b a s i s  o f  a c co u n t in g  p r e v a i l s ,  
due i n  l a r g e  p a r t  t o  th e  f a c t  t h a t  i t  p ro v id e s  o b j e c t i v e l y  
d e te rm in a b le  c o s t  amounts. S p e c i a l i z e d  co s t  concep ts  
which convey th e  c h a r a c t e r i s t i c  o f  c o s t  a t  th e  t im e  o f  
o u t l a y ,  which i s  a p p r o p r i a t e  f o r  a c c o u n t in g ,  a r e :
H i s t o r i c a l  c o s t  -  Money c o s t  a t  t ime o f  
o r i g i n a l  c o s t )  o u t l a y ,
a c q u i s i t i o n  c o s t )  
a c t u a l  c o s t )  
p a s t  c o s t )
I n  some In s t a n c e s  a c c o u n ta n t s  a c c e p t ,  a s  a measure 
o f  c o s t ,  c o s t  i n  te rm s o f  p r e s e n t l y  p r e v a i l i n g  c o n d i t i o n s .  
Economists  f e e l  t h a t  b a la n c e  s h e e t s  and Income s ta te m e n ts  
would be more u s e f u l  and more m eaningfu l  i f  p re p a red  i n  
terms o f  c u r r e n t  c o n d i t i o n s ,  bu t  th e  measurement o f  such
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c o s t s  i n j e c t s  more o b j e c t i o n a b l e  judgment i n t o  the  ac ­
co u n t in g  r e c o r d s .  R e la ted  c o s t  concep ts  a r e :
Market va lue
C urren t  c o s t  
( p r e s e n t  c o s t )
Replacement c o s t
R eproduc tion  c o s t
Cost in  th e  p r e s e n t  
m arke t .
Cost a t  th e  p r e s e n t  time.
P re s e n t  c o s t  to  r e p la c e  
a s s e t  w i th  comparable 
a s s e t .
P re s e n t  c o s t  to  r e p la c e  
a s s e t  i n  k in d .
Cost c h a r a c t e r i s t i c  4 - - Time p e r i o d s : Cost may be
a s s o c i a t e d  w i th  p e r i o d s .  I n  a c c o u n t in g ,  tSe p e r io d  i s  
u s u a l l y  a f i s c a l  p e r io d  o f  tw elve  months, o r ,  l e s s  f r e ­
q u e n t ly ,  an o p e r a t in g  c y c le .  I n  economics, t h e  p e r io d  i s  
i d e n t i f i e d  not  w ith  any p a r t i c u l a r  l e n g th  o f  t im e but 
r a t h e r  w i th  th e  e n t r e p r e n e u r s  a b i l i t y  to  vary the  s i z e  
o f  p l a n t .
The i d e n t i f i c a t i o n  o f  c o s t  with  p e r io d s  i n  a c ­
cou n t in g  n e c e s s i t a t e s  the  d i s t i n c t i o n  between th o se  c o s t s  
consumed in  t h e  c u r r e n t  p e r io d  and th o se  c o s t s  t h a t  aw a i t  
consumption i n  f u t u r e  p e r io d s .  Thi3 g iv e s  r i s e  to  the  
fo l lo w in g  c o n c e p ts :
E^qpired co s t  
Unexplred co s t
Amortized c o s t
In v e s t e d  c o s t
Cost consumed c u r r e n t l y .
Cost a w a i t in g  f u t u r e  con­
sumption. (A sse ts )
Unexpired c o s t  l e s s  
ex p i re d  c o s t .
O r i g i n a l  c o s t  p lu s  any 
a d d i t i o n s  l e s s  amounts 
e x p i r e d .
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O u t-o f -p o ck e t  c o s t  -  Coat t h a t  r e q u i r e s  c u r r e n t
( a b s o lu t e  c o s t )  o u t l a y .
( e x p l i c i t  c o s t )
( o u t l a y  c o s t )
Book c o s t  -  P re v io u s ly  un ex p ired  c o s t
t h a t  e x p i r e s  i n  c u r r e n t  
p e r io d .
I n  economic t h e o ry  a p r e c i s e  i d e n t i f i c a t i o n  o f  
c o s t s  w ith  time p e r io d s  i s  not r e q u i r e d ,  and th e  d i s t i n ­
g u is h in g  elem ent o f  th e  p e r io d  i s  not any s p e c i f i c  p e r io d  
o f  t ime bu t  r a t h e r  management’ s a b i l i t y  to  vary th e  3 ize  
o f  th e  p l a n t .  This  l e a d s  to  the  fo l lo w in g  c o s t  co n c ep ts :
S h o r t - r u n  c o s t  -  Cost i n  the  s h o r t  run
when p l a n t  i 3 f i x e d .
Long-run c o s t  -  Co3t i n  th e  long run when
p l a n t  can v a ry .
Cost c h a r a c t e r i s t i c  £ — Cost b e h a v io r  and a c t i v i t y  
changes : "b'o3t  i s  a d i r e c t  f u n c t i o n  o f  a c t i v i t y  in  t h a t  
h ig h e r  l e v e l s  o f  a c t i v i t y  produce h ig h e r  c o s t s .  Th is  
c h a r a c t e r i s t i c  i s  c l o s e l y  r e l a t e d  to  th e  p e r io d  c h a ra c ­
t e r i s t i c  s in c e  i n  a s h o r t  enough p e r io d ,  on ly  c e r t a i n  cos ts  
w i l l  i n c r e a s e  w i th  a c t i v i t y  w hi le  o t h e r s  w i l l  remain con­
s t a n t  .
I n  both economics and a c co u n t in g  t h i s  i3  perhaps  
t h e  most u s e f u l  c h a r a c t e r i s t i c  o f  c o s t ,  and one t h a t  i s  
b a s i c  to  c o s t  a n a l y s i s  and p r o f i t  m axim iza t ion .  Th is  
b e h a v io r a l  c h a r a c t e r i s t i c  o f  c o s t  u n d e r l i e s  t h e  fo l lo w in g  
c o s t  c o n c e p ts :
F ixed  c o s t  -  Cost t h a t  does no t  vary
( c o n s t a n t  c o s t )  w i th  a c t i v i t y .
( supplem entary  
c o s t )
(overhead  c o s t ,  
a s  used  i n  economics)
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V a r ia b le  c o s t  
( s p e c i a l  c o s t )  
(prime c o s t ,  a s  
used  In  economics)
S e m i-v a r ia b le  c o s t  -  
( s e m i - f ix e d  c o s t )
Standby c o s t
Programmed c o s t  
(committed c o s t )
T o t a l - f i x e d  c o s t  
A v erag e - f ix ed  c o s t  -
T o t a l - v a r i a b l e  c o s t  -
A v e ra g e -v a r ia b le
c o s t
E scapab le  c o s t
In e s c a p a b le  c o s t
M arg ina l  c o s t  
In c re m e n ta l  c o s t
D i f f e r e n t i a l  c o s t  
R es id u a l  c o s t
Cost t h a t  does vary  w ith  
a c t i v i t y .
Cost t h a t  i s  i n  p a r t  
f i x e d  and i n  p a r t  v a r i a b l e .
Cost a t  0 l e v e l  o f  a c t i v i t y .
Cost f i x e d  by m an ag e r ia l  
d e c i s i o n .
Summation o f  a l l  c o s t s  
t h a t  a r e  f i x e d .
T o t a l - f i x e d  c o s t  d iv id e d  
by u n i t s  o f  o u tp u t  p e r  
t ime p e r io d .
Summation o f  a l l  c o s t s  
t h a t  a r e  v a r i a b l e .
T o t a l - v a r i a b l e  c o s t  
d iv id e d  by u n i t s  o f  o u tp u t  
p e r  t im e  p e r io d .
Cost avo ided  by a reduc­
t i o n  i n  a c t i v i t i e s  p lu s  
any r e s u l t i n g  c o s t  a d d i ­
t i o n s  i n  o t h e r  a c t i v i t i e s .
Cost t h a t  must be i n c u r r e d  
i n  t h e  f a c e  o f  b u s in e s s  
c o n t r a c t i o n .
Rate o f  change i n  t o t a l  
c o s t  a s  a c t i v i t y  i n c r e a s e s .
I n c r e a s e  i n  t o t a l  c o s t  
w i th  sm all  i n c r e a s e s  i n  
o u tp u t .
I n c r e a s e  i n  t o t a l  co s t  
w i th  i n c r e a s e  i n  a c t i v i t y .
Cost  u n a f f e c t e d  by i n ­
c r e a s e  i n  a c t i v i t y .
J
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Cos t  c h a r a c t e r i s t i c  6— Cost a s s ig n m e n t : I n
th e o r y ,  a l l  c o s t  a t t a c h e s  t o  u n i t s o f  o u t p u t , s i n c e  any 
e f f o r t  expended i s  f o r  th e  u l t i m a t e  purpose  o f  p roduc ing  
o u tp u t ,  i n  p r a c t i c e ,  however, t h e  ass ignm ent o f  a l l  c o s t  
t o  o u tp u t  I s  o f t e n  im p o ss ib le  o r  I m p r a c t i c a l ,  and c o s t  I s  
a l l o c a t e d  to  u n i t s  o f  o u t p u t ,  segments o f  t h e  b u s i n e s s ,  o r  
t ime p e r io d s .
T h is  c h a r a c t e r i s t i c  o f  c o s t  i s  h ig h ly  s i g n i f i c a n t ,
s in c e  th e  a c c o u n t in g  ass ignm en t  o f  c o s t s  may l e a d  to  wide
d i f f e r e n c e s  i n  t h e  c o s t  o f  a u n i t  o f  o u tp u t  a s  w e l l  a s
th e  p e r io d  n e t  income. The fo l lo w in g  concep ts  a r i s e  in
c o n n e c t io n  w i th  c o s t  a s s ig n m en t :
D i r e c t  c o s t
T ra ceab le  c o s t
I n d i r e c t  c o s t
F u l l  c o s t
A l lo c a te d  c o s t  
( p r o r a t e d  c o s t )
Absorbed c o s t
P e r io d  c o s t  
( t im e  c o s t )
P roduc t  c o s t
Cost i d e n t i f i a b l e  i n  u n i t  
o f  o u tp u t  o r  segment o f  
o p e r a t io n s  and so a s s ig n e d .
Cost t r a c e a b l e  to  u n i t  o f  
o u tp u t  o r  segment o f  o p e r ­
a t i o n s .
Cost no t  i d e n t i f i a b l e  in  
u n i t  o f  o u tp u t  o r  segment 
o f  o p e r a t io n s  o r  c o s t  no t  
a s s ig n e d  a s  d i r e c t .
P roduct  c o s t  which i n ­
c lu d e s  a s  many c o s t s  as  
can p o s s i b l y  be a s s ig n e d .
Cost a s s ig n e d  to  u n i t s  o f  
o u tp u t  o r  segment o f  th e  
b u s in e s s  by a l l o c a t i o n .
Cost a s s ig n e d  to  u n i t s  o f  
o u t p u t •
Cost  a s s ig n e d  to  time 
p e r io d .
Cost a s s ig n e d  to  u n i t s  o f  
o u tp u t .
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J o i n t  c o s t
J o i n t - p r o d u c t  c o s t
A l t e r n a t i v e - p r o d u c t
c o s t
S e p a ra b le  c o s t
Common c o s t
Cost  sha red  by more th a n  
one p ro d u c t  o r  more t h a n  
one a c t i v i t y .
Cost  sh a red  by j o i n t  
p rod u c ts*
Cost  sh a red  by a l t e r n a t i v e  
p r o d u c t s .
Cost  c a p ab le  o f  b e in g  
s e p a r a t e d  and a s s ig n e d  to  
u n i t s  o f  o u tp u t  o r  segments 
o f  t h e  b u s i n e s s .
Cost  sh a red  by p r o d u c t s  o r  
segments o f  t h e  b u s i n e s s  
t h a t  may be s e p a r a t e d .
C ost  c h a r a c t e r i s t i c  7— C ost  p la n n in g  and c o n t r o l :  
C o s t ,  i n  t e rm s  o f  e s t i m a t e d  d o l l a r  amounts ,  s e rv e s  to  
f a c i l i t a t e  f i n a n c i a l  p l a n n in g  and c o n t r o l .  But th e  r e ­
s p o n s i b i l i t y  f o r  c o s t  c o n t r o l  may be e x t r a c t e d  on ly  from 
t h o s e  who have t h e  a u t h o r i t y  t o  i n c u r  c o s t .
Each o f  t h e  fo l lo w in g  c o n c ep ts  o f  c o s t  i s  formu­
l a t e d  i n  te rm s  o f  ex pec ted  c o n d i t i o n s  o r  i n  te rm s  o f  some 
s t a t e m e n t  a s  t o  what o p e r a t i n g  c o s t s  shou ld  be u n d e r  a 
s e t  o f  assumed c o n d i t i o n s :
F u tu re  c o s t
E xpec ted  c o s t  
Budgeted c o s t  
E s t im a te d  c o s t
C ost  i n  te rm s o f  d o l l a r s  
t h a t  a r e  exp ec ted  t o  p r e ­
v a i l  i n  t h e  f u t u r e .
Cost  ex p ec ted  t o  p r e v a i l  
i n  t h e  f u t u r e .
C ost  e s t i m a t e s  used  I n  
t h e  b u d g e ta ry  p ro c e d u re .
Cost e s t i m a t e s  t h a t  
e n t e r  I n t o  t h e  a c c o u n ts  
o f  an  e s t im a te d  c o s t  
sys tem .
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Normal c o s t  -  Cost a s  i t  would be under
an assumed s e t  o f  "normal 
c o n d i t i o n s . "
S tandard  c o s t  -  S c i e n t i f i c a l l y  developed
c o s t  e s t i m a t e s .
True c o s t  -  U su a l ly  th e  s ta n d a rd  c o s t .
The s ta te m e n t  t h a t  th e  r e s p o n s i b i l i t y  f o r  c o s t  
c o n t r o l  may be e x t r a c t e d  only  from th o s e  who have th e  
a u t h o r i t y  t o  i n c u r  c o s t s  i s  an a p p l i c a t i o n  o f  t h e  p r i n c i p l e  
o f  management which s t a t e s  t h a t  a u t h o r i t y  must always 
accompany r e s p o n s i b i l i t y .  At t h e  h i g h e s t  o r g a n i z a t i o n a l  
l e v e l ,  t h e  c h i e f  e x e c u t iv e  i s  r e s p o n s i b l e  f o r  a l l  co3t  
i n c u r r e n c e  and a l l  c o s t s  may be c o n t r o l l e d  by him. At th e  
low er ech e lon  l e v e l s ,  however, only  c e r t a i n  c o s t s  a r e  con­
t r o l l a b l e  by th e  manager. This  l e a d s  to  the  fo l lo w in g  
c o s t  co n c ep ts :
R e s p o n s i b i l i t y  c o s t  -  Cost i d e n t i f i e d  w ith  th e
i n d i v i d u a l  r e s p o n s i b l e  
f o r  i t s  i n c u r r e n c e .
C o n t r o l l a b l e  c o s t  -  With r e s p e c t  t o  a g iven
i n d i v i d u a l ,  t h e  c o s t  t h a t
he can c o n t r o l .
N o n c o n t ro l la b le  -  With r e s p e c t  to  a g iven
c o s t  i n d i v i d u a l ,  t h e  c o s t  he
cannot  c o n t r o l .
Cost c h a r a c t e r i s t i c  6— T o ta l  c o s t  1 A ccountan ts  
and econom is ts  d i f f e r  a s  t o  th e  i tem s  t h a t  a r e  p r o p e r ly  
in c lu d e d  i n  t o t a l  c o s t ,  and th e  d e s i g n a t i o n  o f  co s t  i tem s  
t h a t  make up t o t a l  c o s t  may va ry .
171
As p r e v io u s ly  i n d i c a t e d ,  t h e  economist o f t e n  
d e f i n e s  t o t a l  c o s t  i n  term s o f  t h e  o p p o r tu n i ty  c o s t  con­
c e p t ,  o r ,  i f  he b u i l d s  t o t a l  c o s t  from t h e  c o s t  e lem en ts ,  
he adds t o  t h e  cash o u t l a y s  o f  t h e  a c c o u n ta n t  c e r t a i n  
imputed i t e m s .  The a c c o u n ta n t ’ s concep t  o f  t o t a l  c o s t  
i s  l e s s  i n c l u s i v e  and has t r a d i t i o n a l l y  been subd iv ided  
i n t o  d i r e c t  m a t e r i a l s  c o s t ,  d i r e c t  l a b o r  c o s t ,  and manu­
f a c t u r i n g  overhead c o s t .  These c h a r a c t e r i s t i c s  g ive  r i s e  
t o  th e  fo l lo w in g  c o s t  co n c ep ts :
T o ta l  c o s t  -  The t o t a l  o f  s a c r i f i c e d
a l t e r n a t i v e s  o r  th e  sum­
m ation  o f  a l l  c o s t s  i n ­
c u r r e d .
Average c o s t  
( u n i t  c o s t )
Prime c o s t  
( a s  used  i n  
ac co u n t in g )
Conversion  c o s t
Overhead c o s t  
( a s  used i n  
ac c o u n t in g )
Inqputed c o s t
T o t a l  c o s t  d iv id ed  by 
u n i t s  o f  o u tp u t  p e r  t ime 
p e r io d .
The summation o f  d i r e c t  
m a t e r i a l s  c o s t  and d i r e c t  
l a b o r  c o s t .
The summation o f  d i r e c t  
l a b o r  c o s t  and manufac­
t u r i n g  overhead c o s t .
A l l  c o s t  no t  c l a s s i f i e d  
a s  d i r e c t  m a t e r i a l s  o r  
l a b o r .
Cost o f  se l f -ow ned  f a c t o r s  
used  i n  t h e  b u s in e s s .
gog t  c h a r a c t e r i s t i c  2—fioaS, i n  d ec is io n -m ak in g :  
Though s e v e r a l  o f  t h e  c o s t  con cep ts  a l r e a d y  c o n s id e red  
a r e  u s e f u l  i n  t h e  d ec is io n -m ak in g  p r o c e s s e s  o f  a b u s in e s s  
e n t e r p r i s e ,  c o s t  e x h i b i t s  p a r t i c u l a r  c h a r a c t e r i s t i c s  t h a t  
a r e  s i g n i f i c a n t  on ly  i n  s p e c i a l  s e t s  o f  c i rc u m s ta n c e s .
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Cost concep ts  which r e l a t e  to  p a r t i c u l a r  c h a ra c ­
t e r i s t i c s  o f  c o s t  t h a t  a r e  u s e f u l  i n  d ec is io n -m ak ing  
i n c l u d e :
Decis ion-m aking
c o s t
A l t e r n a t i v e  C03t
Real c o s t
Shutdown c o s t
Generic  te rm  a p p l i e d  to  
a l l  c o s t s  t h a t  a r e  u s e f u l  
i n  d ec is io n -m ak in g .
Cost under  any o t h e r  con­
d i t i o n s  th a n  th o se  p r e s ­
e n t l y  p r e v a i l i n g .
Money c o s t  a d j u s t e d  t o  
some base  p e r io d  p r i c e s .
Cost i n c u r r e d  i n  tem porary  
shutdown t h a t  would be 
saved i f  o p e r a t io n s  con­
t i n u e d .
Cost i n c u r r e d  i n  connec­
t i o n  w ith  th e  r e t i r e m e n t  
o f  an  a s s e t .
Cost t h a t  r e q u i r e s  o u t l a y s  
p r i o r  to  o r  d u r in g  p r o ­
d u c t iv e  a c t i v i t i e s .
Cost t h a t  does no t  r e q u i r e  
c u r r e n t  o u t l a y .
Cost  t h a t  i s  no t  capab le  
o f  b e ing  re c o v e re d .
Value o f  equipment had i t  
no t  been used  l e s s  va lue  
a f t e r  hav ing  been used  
reduced  by maintenance 
o u t l a y s  and In c re a s e d  by 
a d d i t i o n s .
T h is  scheme o f  o r g a n iz in g  and c l a s s i f y i n g  th e  
s e v e r a l  s p e c i a l  c o s t  con cep ts  o f  economics and a c c o u n t in g
Abandonment c o s t
Urgent c o s t
P o s tponab le  c o s t
Sunk c o s t
U ser  c o s t
in c lu d e d  i n  t h i s  s tu dy  i s  based  upon t h e  c h a r a c t e r i s t i c s
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o f  th e  b a s i c  concept  o f  c o s t  r a t h e r  th an  upon th e  s e v e r a l  
s p e c i a l i z e d  concep ts  th em se lv e s ,  which a r e  symbols t h a t  
r e p r e s e n t  some one o f  th e  many c h a r a c t e r i s t i c s  o f  c o s t .
I t  p r e s e n t s ,  i n  an e f f e c t i v e  and e f f i c i e n t  manner, a con­
d e n s a t io n  o f  a l l  th e  s e v e r a l  concep ts  in c lu d e d  i n  t h i s  
s tu d y ,  and, a t  th e  same t im e ,  i s  such t h a t  i t  would be 
p o s s i b l e  to  in c lu d e  an even g r e a t e r  number o f  t h e  s p e c i a l ­
iz e d  concep ts  o f  c o s t  among th e  n ine  c o s t  c h a r a c t e r i s t i c s  
i d e n t i f i e d .
Based upon t h e  n ine  c h a r a c t e r i s t i c s  o f  c o s t  i n ­
c lu d e d ,  i t  i s  p o s s i b l e  to  d e f in e  c o s t  i n  economics and 
a c c o u n t in g  as  f o l lo w s :  c o s t  i n  economics and a c co u n t in g
may be rega rd ed  a s  th e  s a c r i f i c e  in h e re n t  i n  any economic 
d e c i s i o n  which may ta k e  a v a r i e t y  o f  forms and which may 
be a s s o c i a t e d  w ith  v a r io u s  segments o f  th e  economy o r  t h e  
whole o f  economic s o c i e t y .  I n  terms o f  t h e  s a c r i f i c e  o f  
money o r  money e q u iv a l e n t s  r e l e a s e d  a t  th e  t ime o f  a c q u i ­
s i t i o n ,  i t  s e rv e s  a s  th e  b a s i s  o f  a c c o u n t in g ;  i n  te rm s o f  
e s t im a te d  d o l l a r  amounts, i t  s e rv e s  a s  a t o o l  o f  f i n a n c i a l  
p la n n in g  and c o n t r o l ;  when a s s o c i a t e d  w i th  p a r t i c u l a r  
s e t s  o f  c i r c u m s ta n c e s ,  i t  p ro v id e s  v a lu a b le  g u id es  t h a t  
a r e  u s e f u l  i n  th e  s o l u t i o n  o f  a wide v a r i e t y  o f  b u s in e s s  
problem s.  Cost a t t a c h e s  t o  u n i t s  o f  p ro d u c t io n  o r  to  
segments o f  t h e  b u s in e s s  a c t i v i t y  and i s  a s s o c i a t e d  w ith  
d e f i n i t e  p e r io d s  i n  o rd e r  t h a t  p e r i o d i c  a p p r a i s a l s  o f
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o p e r a t io n s  may be made and th e  most p r o f i t a b l e  p o in t  o f  
o p e r a t io n s  may be i d e n t i f i e d .  T o ta l  c o s t  may vary  i n  any 
g iv en  s i t u a t i o n  depending on th e  a d v i s a b i l i t y  o f  in c lu d in g  
th e  c o s t  a s s o c i a t e d  w i th  c e r t a i n  k in d s  o f  s a c r i f i c e ,  but 
th e  b e h a v io r  o f  t o t a l  c o s t  w i th  changes i n  a c t i v i t y  g iv e s  
r i s e  to  a h o s t  o f  t o o l s  t h p t  a r e  u s e f u l  i n  c o s t  a n a l y s i s  
and c o n t r o l .
CHAPTER VI
SUMMARY AND CONCLUSIONS
The phenomenon o f  c o s t  l i e s  a t  t h e  h e a r t  o f  eco­
nomic and acco u n t in g  a n a l y s i s ;  y e t ,  i t  remains a s  one o f  
th e  most e l u s i v e  and most con fu s in g  concep ts  used  i n  eco­
nomics and a c c o u n t in g .  For  t h i s  r e a s o n ,  a c c o u n ta n ts  and 
econom is ts  a l i k e  have produced an abundance o f  s p e c i a l i z e d  
o r  m odif ied  c o s t  concep ts  by which they  have a t tem p ted  to 
i d e n t i f y  a p a r t i c u l a r  one o f  th e  many meanings o f  c o s t .  
T h is  e f f o r t  has  r e s u l t e d  i n  such d e s c r i p t i v e  c o s t  concep ts  
a s  d i r e c t  c o s t ,  i n d i r e c t  c o s t ,  in e s c a p a b le  c o s t ,  f i x e d  
c o s t ,  d i f f e r e n t i a l  c o s t ,  sunk c o s t ,  m arg ina l  c o s t ,  d i s u ­
t i l i t y  c o s t ,  o p p o r tu n i ty  c o s t ,  e t c .  U n fo r tu n a te ly ,  how­
e v e r ,  th e  mass o f  s p e c i a l i z e d  c o s t  co ncep ts  produced has 
been accomplished somewhat Indep en den t ly  by a c c o u n ta n t s  
and econom ists  and has  r e s u l t e d  i n  th e  u se  o f  d i f f e r e n t  
term s t o  d e s ig n a te  a s i n g l e  c h a r a c t e r i s t i c  o f  c o s t  a s  w e l l  
a s  t h e  u se  o f  I d e n t i c a l  te rm s in  co n n ec t io n  w i th  e n t i r e l y  
d i f f e r e n t  u n d e r ly in g  co n c ep ts .  T h i s ,  t o g e t h e r  w ith  th e  
a lm o s t  u n l im i te d  number o f  s p e c i a l i z e d  c o s t  concep ts  t h a t  
a p p e a r ,  o f t e n  l e a d s  econom is ts ,  a c c o u n ta n t s ,  and o t h e r s  
who d e a l  w i th  concep ts  o f  c o s t  to  added d i f f i c u l t i e s  o f
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u n d e r s ta n d in g  and communicating th o u g h ts  and id e a s  t h a t  
d e a l  w i th  th e  concep t  o f  c o s t .
I t  i s  th e  purpose  o f  t h i s  s tu dy  to  examine sev­
e r a l  o f  th e  s p e c i a l i z e d  o r  m odif ied  concep ts  o f  c o s t  
which app ear  i n  th e  l i t e r a t u r e  o f  a c co u n t in g  and economics 
w ith  th e  u l t i m a t e  o b j e c t i v e  o f  s y n th e s i z in g  and c l a s s i ­
fy in g  th e  s e v e r a l  c o s t  concep ts  co n s id e red  so t h a t  they  
might be b e t t e r  unders to od  and might b e t t e r  se rve  to  
f a c i l i t a t e  communications r e g a rd in g  th e  e l u s i v e  concept 
o f  c o s t  i n  economics and a c c o u n t in g .
In  any s tudy  t h a t  re ach es  i n t o  th e  s u b j e c t  m a t t e r  
o f  two d i s c i p l i n e s ,  i t  i s  u s e f u l  and worth w hile  to  con­
s i d e r  t h e  r e l a t i o n s h i p  o f  t h e  s e p a r a t e  d i s c i p l i n e s .  In  
t h i s  i n s t a n c e  a c o n s i d e r a t i o n  o f  th e  r e l a t i o n s h i p  o f  eco­
nomics and a c co u n t in g  i s  e s p e c i a l l y  v a lu a b le ,  f o r  i t  
en a b le s  one t o  d i s c o v e r  c e r t a i n  o f  t h e  re a so n s  f o r  con­
c e p tu a l  d i f f e r e n c e s  t h a t  have long  s tood  a s  b a r r i e r s  to  
t h e  e f f i c i e n t  and e f f e c t i v e  exchange c f  id e a s  between 
econom ists  and a c c o u n ta n t s .
The exam inat ion  o f  t h e  r e l a t i o n s h i p  o f  economics 
and a c co u n t in g  i n d i c a t e s  t h a t  economics and a c co u n t in g  
had s e p a r a t e  o r i g i n s  and t h a t  they  developed q u i t e  in de ­
p e n d e n t ly  o f  one a n o th e r  f o r  many c e n t u r i e s .  At t h i s  
e a r l y  s ta g e  o f  development,  economics was c o n s id e red  to  
be a branch  o f  s o c i a l  ph i lo sophy  and was regarded  as  a
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l e a r n e d  and d e d u c t iv e  d i s c i p l i n e .  At t h e  same t im e ,  on 
th e  o t h e r  hand,  a c c o u n ta n t s  l a b o re d  f o r  t h e  most p a r t  
w i th o u t  academic t r a i n i n g  o r  r e c o g n i t i o n  and c o n f in e d  
t h e i r  i n t e r e s t  and e f f o r t s  t o  t h e  p r a c t i c e s  o f  r e c o r d ­
k eep in g  f o r  a p a r t i c u l a r  b u s i n e s s  e n t e r p r i s e .
One r e s u l t  o f  t h i s  in d ep en d e n t  e a r l y  r e l a t i o n s h i p  
o f  economics and a c c o u n t in g  t h a t  i s  e s p e c i a l l y  p e r t i n e n t  
to  th e  purpose  o f  t h i 3  s tudy  i s  t h a t  c o n c ep ts  were d e v e l ­
oped i n  one f i e l d  t o  s e rv e  t h e  p u rp o se s  o f  t h a t  f i e l d  
w h i le  c o u n t e r p a r t  c o n c ep ts  were b e in g  deve loped  i n  t h e  
o t h e r  f i e l d  to  s e rv e  i t s  p u rp o s e s .  But few p e o p le ,  i f  
any ,  knew t h i s  f o r  th o s e  i n  one a r e a  gave l i t t l e  a t t e n ­
t i o n  to  th e  developm ents  i n  t h e  o t h e r .  F o r  t h i s  r e a s o n ,  
i n  p a r t ,  econom is ts  and a c c o u n ta n t s  o f  to d a y ,  w h i le  th e y  
s h a re  t h e  U3e o f  such co n cep ts  a s  income, c a p i t a l ,  v a lu ­
a t i o n ,  and c o s t ,  a r e  o f t e n  p lagu ed  by t h e  f a c t  t h a t  t h e s e  
te rm s  do n o t  r e p r e s e n t  i d e n t i c a l  co n c e p ts  to  them, th e r e b y  
p r e s e n t i n g  b a r r i e r s  to  u n d e r s t a n d in g  and communicating 
and ,  sometimes, u n n e c e s sa ry  m utua l  c r i t i c i s m .
More r e c e n t  y e a r s  have b ro u g h t  r a p i d  development 
and ex p a n s io n  i n  b o th  economics and a c c o u n t in g ,  and th e  
p r e s e n t  r e l a t i o n s h i p  i s  such t h a t  i t  i s  I n c r e a s i n g l y  d i f ­
f i c u l t  to  d e te rm in e  what i s  a p p r o p r i a t e l y  and e x c l u s i v e l y  
economics and what i s  a p p r o p r i a t e l y  and e x c l u s i v e l y  a c ­
c o u n t in g .  F u r th e rm o re ,  t h e  r e l a t i o n s h i p  ap p e a rs  to  be
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one t h a t  l a  c o n t i n u a l l y  moving toward a g r e a t e r  u n i f i ­
c a t i o n  o f  t h e s e  two f i e l d s .  T h is  narrow ing  o f  t h e  once 
wide gap between economics and a c c o u n t in g  i s  e v id e n t  in  
th e  f r e q u e n t  r e f e r e n c e  made to  economic l i t e r a t u r e  by 
a c c o u n t a n t s ,  a s  w e l l  a s  i n  t h e  f r e q u e n t  u se  o f  a c c o u n t in g  
l i t e r a t u r e  and a c c o u n t in g  d a ta  by eco n o m is ts .  F u r t h e r  
ev id en ce  o f  t h i s  narrow ing  gap a r e  th e  works o f  Canning,
J .  M. C la r k ,  and J o e l  Dean, t o  which f r e q u e n t  r e f e r e n c e  
h a s  been made i n  t h i s  s tu d y .
Modern economics ex ten d s  w e l l  beyond t h e  a rm c h a i r  
s p e c u l a t i o n s  o f  i t s  a n c e s t o r  i n t o  t h e  management o f  eco­
nomic a f f a i r s ,  t h e  e m p i r i c a l  i n v e s t i g a t i o n s  o f  economic 
phenomena and t h e  q u a n t i t a t i v e  a n a l y s i s  o f  b u s in e s s  a c ­
t i v i t i e s .  At t h e  same t im e  t h e  rea lm  o f  a c c o u n t in g  has  
ex tended  beyond th e  p e r i o d i c  p r e p a r a t i o n  o f  f i n a n c i a l  
s t a t e m e n t s  t o  a c t i v i t i e s  which p ro v id e  management w i th  a 
h o s t  o f  d a t a  p e r t i n e n t  to  problems o f  p l a n n i n g ,  c o n t r o l ,  
and d e c is io n -m a k in g .  The p u rp o s e s  and m e tho do log ie s  o f  
m a n a g e r ia l  a c c o u n t in g  and m a n a g e r ia l  economics have much 
i n  common and a r e  a p a r t  o f  t h e  c u r r e n t  i n t e r m l n g l l n g s  o f  
economics and a c c o u n t in g .
I t  i s  p a r t i a l l y  from t h i s  c l o s e r  r e l a t i o n s h i p  o f  
economics and a c c o u n t in g  t h a t  p roblem s o f  m is u n d e rs ta n d in g  
and mlscommunlcation w i th  r e s p e c t  to  th e  concep t  o f  c o s t  
a r i s e ,  f o r  w h i le  i t  i s  g e n e r a l l y  r e c o g n iz e d  t h a t  economics
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and a c c o u n t in g  a r e  c l o s e l y  r e l a t e d ,  d i f f e r e n c e s  i n  p o i n t  
o f  view and p u rp o s e ,  a s  w e l l  a s  t h e  fo n d n ess  f o r  co n cep ts  
d eve lo p ed  i n  t h e i r  own d i s c i p l i n e ,  o f t e n  l e a d  a c c o u n ta n t s  
and eco no m is ts  to  c o n f in e  t h e i r  th o u g h t s  and e x p r e s s io n s  
t o  t h o s e  fo rm u la t io n s  o f  t h e  concep t  o f  c o s t  t h a t  a r e  p a r ­
t i c u l a r  t o  t h e i r  own a r e a .
I t  I s  a l s o  u s e f u l  i n  t h e  c o n s i d e r a t i o n  o f  s e l e c t e d  
s p e c i a l i z e d  c o s t  c o n c ep ts  o f  economics and a c c o u n t in g  t o  
examine t h e  b a s i c  concep t  o f  c o s t  a s  i t  I s  conce ived  o f  
i n  economics and a c c o u n t in g ,  f o r  t h i s ,  t o o ,  i s  an  a i d  t o  
u n d e r s t a n d in g  and u s in g  t h e  s p e c i a l i z e d  co n cep ts  t h a t  
a p p e a r  i n  each o f  t h e  f i e l d s .  A d d i t i o n a l l y ,  t h e  word 
" c o s t*  i t s e l f  f r e q u e n t l y  a p p e a r s  unm odif ied  i n  t h e  l i t e r a ­
t u r e  o f  economics and a c c o u n t in g .
U n t i l  r e c e n t l y ,  th e  econom is t*s  i n t e r e s t  i n  t h e  
phenomenon o f  c o s t  h as  been l a r g e l y  c o n f in e d  to  an  exami­
n a t i o n  o f  how th e  c o s t  o f  p r o d u c t i o n  e n t e r s  i n t o  t h e  
fo r m u la t i o n  o f  p r i c e .  F o r  t h i s  r e a s o n  t h e  concep t  o f  
c o s t  a s  conce ived  I n  economics may be viewed a s  t h e  s a c r i ­
f i c e  which must be made t o  c r e a t e  economic u t i l i t i e s .  I n  
economics t h i s  s a c r i f i c e  may be o f  any one o f  t h e  f o l lo w ­
in g  k in d s*  (1)  t h e  p h y s i c a l  o r  m en ta l  s a c r i f i c e  o f  p a i n ­
f u l  l a b o r ,  Irksome w a i t i n g ,  o r  r i s k - t a k i n g ;  (2)  t h e  
s a c r i f i c e  o f  u t i l i t y  o r  a l t e r n a t i v e  o p p o r t u n i t y ;  and (3) 
t h e  s a c r i f i c e  o f  v a lu e ,  p r i m a r i l y  money.
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On th e  o t h e r  hand ,  t h e  p r im ary  i n t e r e s t  o f  t h e  
a c c o u n ta n t  i n  t h e  concep t  o f  c o s t  has  been i n  c o n n e c t io n  
w i th  h i s  a t t e m p t s  t o  d e te rm in e  p e r i o d i c  n e t  Income. Con­
s e q u e n t l y ,  th e  concep t  o f  c o s t ,  a s  conce ived  o f  i n  a c c o u n t ­
i n g ,  i s  viewed i n  te rm s  o f  t h e  s a c r i f i c e  o f  money o r  money 
e q u i v a l e n t  t h a t  i s  r e l e a s e d  i n  exchange f o r  c e r t a i n  bene­
f i t s  and t h a t  i s  c a p ab le  o f  measurement i n  te rm s  o f  money.
Thus,  w h i le  t h e  n o t i o n  o f  s a c r i f i c e  l i e s  a t  th e  
r o o t  o f  bo th  t h e  a c c o u n t in g  concep t  o f  c o s t  and t h e  eco­
nomic concep t  o f  c o s t ,  t h e r e  i s  a s i g n i f i c a n t  d i f f e r e n c e  
i n  t h e  k in d s  o f  s a c r i f i c e s  t h a t  each encompasses .  The 
economic con cep t  o f  c o s t  e x te n d s  beyond t h e  a c c o u n t in g  
co n cep t  o f  c o s t  i n  t h a t  economic c o s t  i n c l u d e s  t h o s e  non­
m onetary  o r  r e a l  s a c r i f i c e s  t h a t  a r e  i n c a p a b le  o f  measure­
ment o r  e x p r e s s i o n  i n  te rm s  o f  money b u t  t h a t ,  nev e r the le ss ,  
a r e  t h e  b a s i c  d i s c o m f o r t s  which a r e  d i s t a s t e f u l  and a r e  
t h e r e f o r e  viewed a s  s a c r i f i c e  by t h o s e  who engage i n  th e  
u n d e s i r a b l e  a c t i v i t y  o r  s u f f e r  t h e  d i s c o m f o r t s .  F o r  a c ­
c o u n t in g  p u rp o s e s  i t  i s  e s s e n t i a l  t h a t  t h e  g e n e r a l  n o t io n  
o f  s a c r i f i c e  be s i m p l i f i e d  i n  such a way t h a t  I t  can be 
r e p r e s e n t e d  i n  te rm s  o f  money.
Even when t h e  econom is t  views c o s t  a s  b e in g  th e  
s a c r i f i c e s  o f  money r e q u i r e d  t o  Induce  t h e  employment o f  
t h e  r e q u i r e d  f a c t o r s  o f  p r o d u c t i o n ,  h i s  concep t  o f  c o s t  
does n o t  c o i n c i d e  w i th  t h a t  o f  t h e  a c c o u n ta n t .  The
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econom is t  would add t o  t h e  monetary o u t l a y s  c o n s id e r e d  t o  
be t h e  c o s t  by a c c o u n t a n t s ,  t h e  c o s t s  o f  s e l f -o w n ed  f a c ­
t o r s  u sed  i n  t h e  b u s i n e s s  by t h e  e n t r e p r e n e u r .
F i n a l l y ,  t h e  concep t  o f  c o s t  i n  economics and 
a c c o u n t in g  d i f f e r s  a s  t o  t h e  l e v e l  o f  economic o rg a n iz a t io n  
to  which i t  a p p l i e s  and a s  t o  th e  t im e p e r i o d  o v e r  which 
c o s t s  a r e  accu m u la ted .  Whereas t h e  a c c o u n ta n t  accum u la te s  
t h e  c o s t  t o  an i n d i v i d u a l  b u s i n e s s  e n t i t y  o r  a segment 
t h e r e o f ,  t h e  econom ist  may accu m u la te  c o s t  f o r  an  i n d i ­
v i d u a l ,  a h o u se h o ld ,  a f i rm ,  a group o f  f i r m s ,  some o t h e r  
segment o f  t h e  economy o r  t h e  whole o f  economic s o c i e t y .  
S i m i l a r l y ,  t h e  a c c o u n ta n t  t a k e s  g r e a t  p a i n s  t o  a s s o c i a t e  
c o s t  w i th  t h e  re v en u es  o f  a g iv e n  p e r i o d ,  which i s  u s u a l l y  
a f i s c a l  y e a r ,  i n  o r d e r  t h a t  p e r i o d i c  r e c k o n in g s  may be 
made. But th e  ec o n o m is t ,  i n  h i s  t h e o r e t i c a l  t r e a tm e n t  o f  
p r i c i n g ,  c o n f in e s  h i s  a n a l y s i s  t o  no p a r t i c u l a r  l e n g t h  o f  
t im e  b u t  r a t h e r  to  t im e  n e c e s s a ry  f o r  th e  e n t r e p r e n e u r  to  
va ry  t h e  s c a l e  o f  p l a n t .
These d i f f e r e n c e s  i n  t h e  b a s i c  concep t  o f  c o s t  a s  
f o rm u la te d  i n  a c c o u n t in g  and economics s i g n a l  th e  need 
f o r  a t t a c h i n g  o t h e r  words t o  t h e  terra "cost** i n  o r d e r  to  
h e lp  convey a c l e a r e r  u n d e r s t a n d in g  o f  t h e  p a r t i c u l a r  
meaning i n t e n d e d ,  b u t  t h e  abundance o f  t h e s e  m od if ied  
c o n c e p t s  o f  c o s t  and t h e i r  v a r i e d  u se  i n  economics and
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a c c o u n t in g  o f t e n  p r e s e n t s  f u r t h e r  p rob lem s o f  m isu n der­
s t a n d i n g  and mlscommunication .
The ex a m in a t io n  o f  t h e  l i t e r a t u r e  o f  a c c o u n t in g  
p r o v i d e s  f i f t y - n i n e  s p e c i a l i z e d  c o n c e p ts  o f  c o s t  which 
have been  s e l e c t e d  on t h e  b a s i s  o f  t h e  u s e f u l n e s s  o f  t h e  
concep t  and t h e  f re q u en cy  w i th  which th e  concep t  a p p e a r s  
i n  t h e  l i t e r a t u r e  o f  a c c o u n t in g .  The i d e n t i f i c a t i o n  o f  
t h e s e  c o n c ep ts  and t h e  d i s c u s s i o n  o f  t h e i r  c h a r a c t e r i s t i c s  
and u s e f u l n e s s  p r e s e n t  a number o f  v a l u a b l e  c o s t  c o n c ep ts  
t h a t  a r e  a t  t h e  d i s p o s a l  o f  t h e  a c c o u n ta n t  i n  h i s  e f f o r t s  
t o  p r e s e n t  p e r i o d i c  f i n a n c i a l  s t a t e m e n t s  a s  w e l l  a s  to  
p ro v id e  t h e  v a r i e d  forms o f  c o s t  a n a l y s i s  t h a t  f a c i l i t a t e  
management p l a n n i n g ,  c o n t r o l ,  and d e c is io n -m a k in g .
A s i m i l a r  ex a m in a t io n  o f  t h e  l i t e r a t u r e  o f  eco­
nomics p r o v id e s  s i x t y - t h r e e  co n c ep ts  o f  c o s t  t h a t  a r e  
s e l e c t e d  i n  th e  same manner a s  t h o s e  s e l e c t e d  from a c ­
c o u n t in g .  The i d e n t i f i c a t i o n  o f  t h e s e  co n c e p ts  and t h e  
d i s c u s s i o n  o f  t h e i r  c h a r a c t e r i s t i c s  and u s e f u l n e s s  p r e ­
s e n t  a v a r i e t y  o f  c o s t  c o n c ep ts  t h a t  e n a b le  t h e  econom ist  
t o  s t a t e  more p r e c i s e l y  h i s  t h e o r i e s  o f  economic b e h a v io r ,  
t o  i d e n t i f y ,  examine, and t e s t  th e  v a l i d i t y  o f  h i s  
t h e o r i e s ,  and t o  t a k e  a more a c t i v e  r o l e  i n  t h e  dev e lo p ­
ment o f  b u s i n e s s  a c t i v i t i e s .
The c o s t  c o n c e p ts  s e l e c t e d  from a c c o u n t in g ,  t o ­
g e t h e r  w i th  th o s e  s e l e c t e d  from economics p ro v id e  a t o t a l
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o f  one hundred tw en ty - tw o  co n cep ts  o f  c o s t  from t h e  
l i t e r a t u r e  o f  economics and a c c o u n t in g .  While n o t  a l l -  
i n c l u s i v e ,  t h e s e  c o s t  co n cep ts  a r e  th o s e  t h a t  a r e  t h e  
most u s e f u l  i n  economics and a c c o u n t in g  and th o s e  t h a t  
a p p e a r  most f r e q u e n t l y  i n  t h e  l i t e r a t u r e .  The l a r g e  
number o f  c o s t  c o n c ep ts  f u r t h e r  em phasizes  t h e  a m b ig u i ty  
o f  t h e  word c o s t  i t s e l f  and p o i n t s  to  o p p o r t u n i t i e s  f o r  
m is u n d e r s ta n d in g  and miscommunication .
The s y n t h e s i s  o f  t h e  s e v e r a l  s e l e c t e d  c o s t  con­
c e p t s  o f  economics and a c c o u n t in g  i s  most e f f i c i e n t l y  
accom plished  b y :  (1) e l i m i n a t i n g  t h e  d u p l i c a t i o n  o f
t h o s e  c o n c e p ts  t h a t  a r e  found i n  bo th  economics and a c ­
c o u n t in g  b u t  t h a t  a r e  i d e n t i c a l l y  named and have no 
a p p a re n t  d i f f e r e n c e s  i n  meaning o r  c h a r a c t e r i s t i c  when 
used  i n  e i t h e r  f i e l d ;  (2) i d e n t i f y i n g  t h o s e  co n cep ts  t h a t  
a r e  mere synonyms o f  o t h e r  co n cep ts  in c lu d e d  i n  th e  s tu d y ;  
and (3) n o t in g  c e r t a i n  o f  t h e  co n cep ts  t h a t  b e a r  t h e  same 
name, b u t  t h a t  have d i f f e r e n t  c h a r a c t e r i s t i c s  and mean­
i n g s ,  depending  on w h e th e r  th e y  a r e  used  a s  conce ived  i n  
economics o r  a s  conce ived  i n  a c c o u n t in g .
The e l i m i n a t i o n  o f  d u p l i c a t e  c o n c ep ts  r e s u l t s  i n  
t h e  immediate d i s p o s a l  o f  e i g h t e e n  co n c e p ts  t h a t  a r e  
commonly u sed .  F u r t h e r  ex a m in a t io n  r e v e a l s  t h a t  n in e  
o t h e r  c o n c e p ts  may be re g a rd e d  a s  d u p l i c a t e s .
I n i t i a l  c o n s i d e r a t i o n  o f  t h e  rem a in in g  c o n c ep ts  
r e v e a l s  t h a t  e i g h t  a r e  synonyms. F u r t h e r  i n v e s t i g a t i o n  
r e v e a l s  an  a d d i t i o n a l  f i f t e e n  synonymous c o n c e p t s .
The rem a in in g  sev e n ty - tw o  c o s t  co n c e p ts  p ro v id e  
a u s e f u l  group o f  co n cep ts  t h a t  may s e rv e  t o  f a c i l i t a t e  
and improve t h e  t h i n k i n g  and communication o f  econom is ts  
and a c c o u n ta n t s  co n c e rn in g  th e  co n cep t  o f  c o s t .  Of t h e s e  
3even ty - tw o  c o n c e p t s ,  t h e  c o n c ep ts  o f  overhead  c o s t ,  
p r im e c o s t ,  and a l t e r n a t i v e  c o s t  a r e  found t o  have v a r i ­
a b l e  m eanings.  I t  i s  a l s o  n e c e s s a ry  to  i n c lu d e  t h e  con­
cep t  o f  r e a l  c o s t  tw ice  i n  r e c o g n i t i o n  o f  i t s  two meanings— 
t h a t  o f  r e a l  s a c r i f i c e s  o r  t h a t  o f  a d j u s t e d  money c o s t s .
The p o p u la r  schemes o f  o r g a n iz in g  and c l a s s i f y i n g  
c o s t  con cep ts  which in c lu d e  th e  d i c h o to m iz a t io n  o f  th e  
c o s t  co n c ep ts  and t h e  i d e n t i f i c a t i o n  o f  c o s t  c o n c e p ts  a s  
th e y  would occu r  and be used  i n  a p a r t i c u l a r  b u s in e s s  
s i t u a t i o n  a r e  found t o  be o f  l i m i t e d  u s e f u l n e s s  i n  c l a s s i ­
f y in g  th e  s e v e r a l  c o s t  co n cep ts  i n  t h i s  s tu d y .  D icho to ­
m iz ing  th e  co n c e p ts  l e a d s  t o  d i f f i c u l t i e s  t h a t  a r i s e  i n  
c o n n e c t io n  w i th  t h o s e  co n c e p ts  t h a t  have no o p p o s i t e  o r  
w i th  th o s e  t h a t  l i e  a t  some p o i n t  i n  between a p a i r  o f  
c o s t  concep t  o p p o s i t e s .  I d e n t i f i c a t i o n  o f  t h e  c o s t  con­
c e p t s  i n  a s e r i e s  o f  b u s in e s s  s i t u a t i o n s  n e c e s s i t a t e s  
numerous examples and e n c o u n te r s  some d i f f i c u l t y  w i th  
some o f  t h e  c o n c e p ts  o f  r e a l  c o s t .
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F o r  th e s e  reaso n s  t h e  w r i t e r  conc ludes  t h a t  an 
approach t h a t  fo c u se s  i n i t i a l l y  on th e  b a s i c  idea  o f  c o s t  
r a t h e r  t h a n  upon th e  s e v e r a l  s p e c i a l i z e d  concep ts  i s  more 
u s e f u l  th an  o t h e r  approaches  to  th e  problems o f  m isunder­
s ta n d in g  and miscommunication t h a t  a r i s e  from th e  use o f  
t h e  many s p e c i a l i z e d  co s t  concep ts  o f  economics and ac ­
c o u n t in g .  With t h i s  approach one i3  a b le  to  recog n ize  
t h e  f a c t  t h a t  c o s t  i n  economics and a c co u n t in g  i s  a m u l t i ­
c h a r a c t e r i s t i c  concept t h a t  s e rv e s  a v a r i e t y  o f  d i f f e r e n t  
p u rp o s e s .  Then, one can see  t h a t  th e  many s p e c i a l i z e d  
concep ts  o f  c o s t  a r e  a t t e m p ts  to  focus  a t t e n t i o n  on one 
o f  th e  many c h a r a c t e r i s t i c s  o f  th e  b a s ic  concept o f  c o s t  
o r  a t t e m p ts  to  a b s t r a c t  one o f  th e s e  b a s i c  c h a r a c t e r i s t i c s  
t h a t  i s  e s p e c i a l l y  u s e f u l  o r  p e r t i n e n t  to  th e  m a t t e r  under  
c o n s i d e r a t i o n .
Nine c h a r a c t e r i s t i c s  o f  t h e  b a s i c  concept o f  c o s t  
a r e  i d e n t i f i e d ,  and th e  s e l e c t e d  c o s t  concep ts  in c lu d e d  i n  
t h i s  s tudy  a r e  r e a d i l y  a s s o c i a t e d  w ith  one o f  th e  n ine  
c h a r a c t e r i s t i c s .  These c h a r a c t e r i s t i c s  r e l a t e  t o :  (1)
th e  n o t io n  o f  s a c r i f i c e ;  (2) th e  c o s t - i n c u r r i n g  u n i t ;
(3)  th e  c o s t  b a s i s ;  (4) t ime p e r io d s ;  (5) c o s t  b e h a v io r ;  
(6) c o s t  a s s ig n m en t ;  (7) c o s t  p la n n in g  and c o n t r o l ;  (3) 
t o t a l  c o s t ;  and (9) c o s t  i n  d ec is io n -m ak in g .
Th is  scheme o f  o r g a n i z a t i o n  and c l a s s i f i c a t i o n  
o f  t h e  s e v e r a l  s p e c i a l i z e d  c o s t  concep ts  o f  economics and
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a c c o u n t in g  in c lu d ed  i n  t h i s  s tudy  i s  e f f i c i e n t  and e f f e c ­
t i v e  and capab le  o f  i n c lu d in g  an even g r e a t e r  number o f  
c o s t  concep ts  th a n  th o s e  s e l e c t e d .  S ince  th e  scheme 
p ro v id e s  f o r  synonyms a s  w e l l  a3 va r ied -m ean ing  c o s t  con­
c e p t s ,  i t  s e rv e s  a s  a dev ice  f o r  improving u n d e r s ta n d in g  
and a3 a v e h i c l e  o f  improved communications between ac ­
c o u n ta n t s  and econom is ts ,  a s  w e l l  a s  between economists  
and o t h e r  econom ists  and a c c o u n ta n t s  and o t h e r  accountan ts .  
Th is  a n a l y s i s  a l s o  emphasizes t h e  f a c t  t h a t  th e  economist 
o r  a c c o u n ta n t  who ad h e re s  t o  a u n i l a t e r a l  approach t o  c o s t  
w i l l  f a l l  s h o r t  o f  acco m p lish in g  h i s  f u n c t io n s  and a t t a i n ­
ing  h i s  f u l l  c a p a b i l i t i e s .
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